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A Note on Prebisch and Fink 
on the Gains from Trade 
By Rolf Hayn* 


In a recent article Professor Fink takes issue with Dr. Prebisch 
and the Economic Commission for Latin America concerning certain 
of their conclusions on Latin America’s terms of trade.’ Prebisch 
maintains that the terms of trade would have been more favorable 
for Latin America if the price levels in the industrial countries had 
fallen with the increase in productivity.? It is believed that Fink 
attempts to refute this contention with erroneous, or perhaps in- 
sufficient, reasons. 

Fink says: * 

“To assume that as a result of a policy of stable money 
wages and falling prices in the centre, the Latin American 
countries would have obtained a greater share of the bene- 
fits of technical progress through more favorable barter 
terms of trade is to disregard the role played by the money 
exchange rate. Whether, in the industrial centres (assum- 
ing productivity increases) money wages are stable and 
prices fall, or prices are stable and money wages rise, 
should make no difference in the terms of trade. . . .” 

Then, presumably as explanation, he says: * 

“Since foreign exchange values are inversely related to 
the domestic currency costs of production of internationally 


* Assistant Professor of Economics, University of Oklahoma. 

1See Wm. H. Fink, “Trends in Latin America’s Capacity to Import and 
the Gains from Trade,” Interamerican Economic Affairs, Summer 1955; R. 
Prebisch, The Economic Development of Latin America and its Principal 
Problems, United Nations Department of Economic Affairs, New York, 1950; 
and Economic Survey of Latin America for 1949, United Nations Depart- 
ment of Economic Affairs, New York, 1951. 

2 Fink, op. cit., p. 71. 

8 Ibid., p. 71. 

* Ibid, p. 72. 
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traded goods and services, then lower price levels in the in- 
dustrial centres would have required further adjustments of 
the peripheral countries’ currencies.... Money exchange 
rates are fundamentally a reflection of the relative money 
costs of production of the goods and services exchanges.” 


In other words, the barter terms of trade, the relationship be- 
tween the prices of imports and exports, are independent of money 
and wage policies, because the money exchange rate will always tend 
to vary in such a manner as to offset a change in prices. As expla- 
nation for this, and as the only explanation, Fink offers the state- 
ment that money exchange rates are fundamentally a reflection of 
relative money costs.° 

The terms of trade, be they barter or factoral, basically are a func- 
tion of: 


1. The size and the elasticity of the demand for the 
products traded. 


2. The size and the elasticity of supply of the products 
traded. An increase in productivity will, cet par. shift the 
supply curve to the right. An increase in wages and or 
other factor remuneration would tend to counteract this 
shift of the supply curve. 


Under certain circumstances, the terms of trade will depend upon 
price (and wage) policies. The exchange rate may well not vary 
as Fink assumes. 


Suppose we have the following situation: 
Region A produces a set of goods we shall call I. 
Region B produces a set of goods we shall call R. 
The elasticity of demand for both I and R goods is unity. 
Goods I Goods R 


Productivity plus 100% plus 50% 
Price k minus 50% 


5 We are referring to the long run. Fink excepts the short run. 





NOTE ON PREBISCH AND FINK 


The following would tend to ensue: 


1. I producers would sell as much as before, and they 
would use fewer resources. Total money income would 
not change. 


2. R producers would sell 50% more, and use the same 
amount of resources. Their total money income would 
not change. 


3. Money expenditures of I and R producers can be as- 
sumed to remain constant, for their money income does not 
change. Hence, the productivity and price changes, in this 
case, do not set into motion any forces tending to change 
the money exchange rate. 


4, The barter and factoral terms of trade would change 
in favor of I producers. These would get all of the 
benefit of the increase in productivity in the production of 


both I and R goods. 


Suppose that everything remains as above, except that prices 
of I as well as the prices of R goods decline by 50%. In that case, 
again, there is nothing in the situation which would tend to produce 
a change in the exchange rate, Total income, and hence, expendi- 
tures of both I and R producers would tend to remain constant 
(the elasticity of demand is one). However, the barter terms of 
trade, i. e. the price ratios, do not change in this case. On the 
other hand the factoral terms of trade would improve for both 
countries. 


The solution would be more involved if some of the above as- 
sumptions, including that of unit elasticity of demand, were modi- 
fied. However, enough has been said to show that money exchange 
rates will not always, contrary to what Fink maintains, vary in such 
a manner as to nullify the effects of price and wage policies on the 
terms of trade. Hence, Fink has not shown error in Prebisch’s con- 
clusion that Latin American countries would have obtained a greater 
share of the benefits of technical progress had industrial countries 
followed a policy of stable wages and falling prices. 








The Coffee Economy of 
Guatemala, 1850-1918: 


Development and Signs 
of Instability 


By Sanford A. Mosk * 


By the time of the First World War, the foundations of Guate- 
mala, as we know it today, had been well established. The geo- 
gtaphic distribution of coffee raising had attained approximately its 
present form; and production, although less than it is at present, 
was beginning to approach the same order of magnitude. The com- 
mercial economy of Guatemala revolved about the production and 
exportation of coffee. 


In the pages which follow, I propose to examine the experience 
of Guatemala in coffee production from the middle years of the 
nineteenth century to World War I, when the international economy 
suffered a drastic change, with two principal themes in mind: (1) to 
bring out the forces which promoted expansion of coffee cultiva- 
tion; (2) to analyze the reactions to the instability in coffee mar- 
kets which appeared in the last years of the nineteenth century and 
the first years of the twentieth. Other features of coffee production 
in Guatemala will be treated briefly, in order to round out the 
picture. Also, it seems useful to place the whole coffee develop- 
ment in a larger historical setting, by starting with a light sketch 
of Guatemala’s experience in export production before coffee rais- 
ing became important. 

Guatemala’s Export Production Prior to the Development of Cof- 
fee. In the early colonial period, Guatemala became known as 
an exporter of gold, cacao and indigo. The gold resources, which 
consisted of native hoards and alluvial sands, proved to be limited 


* Professor of Economics, University of California, Berkeley. 
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COFFEE ECONOMY OF GUATEMALA 7 


in amount, and very little gold was obtained after the end of the 
sixteenth century. Cacao exports were likewise confined largely to 
the sixteenth century, when Guatemala was a principal supplier for 
the Mexican market. Export taxes and other colonial regulations 
put into force about the end of the sixteenth century, combined with 
the competition of cacao shipped out of Guayaquil, caused a rapid 
decline in this industry in the seventeenth century. 


Indigo was much less important than cacao in the early colonial 
period, but it proved to have much greater staying power. A good 
deal of Guatemalan indigo was shipped to Mexico and Peru, and 
to European markets, which assumed increasing importance. The 
high value of indigo in relation to its bulk and weight enabled it 
to bear the high transport costs to European markets, where its use 
as a dyestuff expanded with the growth of textile manufacturing. 
In the late colonial period, indigo was the leading export of Guate- 
mala, and thus the principal means of paying for imports. How- 
ever, a decline in indigo exports set in towards the end of the 
eighteenth century, as competition from other Latin American areas 
made itself felt, and as the English-Spanish wars made it difficult to 
ship to European markets. Production began to fall off corres- 
pondingly. By the middle of the nineteenth century indigo produc- 
tion was of minor importance in Guatemala. 


Another dyestuff, cochineal, assumed some importance in Guate- 
mala during colonial times. Like indigo production, output of 
cochineal declined about the end of the eighteenth century, but sub- 
sequently a revival took place, owing to the introduction of new 
cactus seed from southern Mexico. Production and exports fol- 
lowed an irregular but rising curve until about the middle of the 
nineteenth century, when cochineal seems to have become the main 
export of Guatemala. The boom was, however, a brief one. Short- 
ly after 1850 cochineal began to feel strong and growing competitive 
pressure from chemical dyes. This competition in foreign markets, 
which ultimately overwhelmed Guatemala’s cochineal industry, gave 
an impulse to develop coffee production, as a promising source of a 
new major export commodity. 


Development of the Coffee Economy in Guatemala. ‘There has 
been a great deal of debate in Guatemala about the introduction of 
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coffee and the early history of coffee-growing in that country.’ It 
seems clear that by the early part of the nineteenth century, at any 
rate, coffee was being raised on a minor scale in Guatemala. Subse- 
quently, some expansion took place, but no special attention was 
paid to the crop until shortly before the middle of the century, 
when the Guatemalan government began to take an interest in 
stimulating the production of coffee. 

The new orientation in government policy was indicated in a 
pamphlet published in 1845 by Manuel Aguilar, a writer who had 
been greatly impressed by the development of coffee production in 
Costa Rica.’ In 15 years’ time, Aguilar maintained, coffee had 
brought prosperity to Costa Rica. He urged Guatemala to follow 
the example of her neighboring country, and argued that there was 
no need to fear the effect of expansion of coffee production on the 
price of coffee, since he anticipated that progressive increases in de- 
mand would absorb increases in output. Most of the pamphlet is 
devoted to technical details concerning the planting, cultivation, and 
processing of coffee. However, Aguilar also reprints an official 
document, dated August 12, 1845, which shows that the govern- 
ment was trying to encourage coffee production by obligating itself 
to buy coffee at certain fixed prices, as well as by disseminating in- 
formation on methods of cultivation and on natural conditions best 
suited to coffee growing. 

In the years following 1845, private groups added their efforts to 
those of the government to induce farmers to plant coffee. Thus, 
the journal published by the Sociedad Econémica de Amigos del 
Estado de Guatemala contains numerous articles and news items 
about the advantages of raising coffee. At the end of 1846 it was re- 
ported * that coffee was becoming an article of more general con- 


1See, for example, the evidence reviewed in Juan Antonio Alvarado, 
Tratado de caficultura practica (Guatemala, 1936), vol. 2, pp. 512, 537. See 
also Chester L. Jones, Guatemala Past and present: (Minneapolis, 1940), 
pp. 203-204. 

2 Memoria sobre el cultivo del café, arreglada ala practica gue se observa 
en Costa-Rica, escrita por el Ldo. Dn. Manuel Aguilar; y mandada imprimir 
por el Consulado de Comercio de Guatemala (Guatemala, 1845). A copy 
of this rare pamphlet was consulted in the Archivo General de Gobierno 
(Guatemala), ‘Varios Folletos, 1845 a 1847.” 

°La revista: periodico seminario de la Sociedad Econémica de Amigos 


del Estado de Guatemala, Vol. 1, No. 2 (December 10, 1846), pp. 6-7. 
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sumption in Guatemala, and that production was not adequate to 
satisfy that demand. As evidence, it was noted that the govern- 
ment’s purchases of coffee had been resold promptly to the public. 
The same report showed a growing interest in producing for export 
markets. It was pointed out that coffee consumption in Europe had 
been mounting rapidly, and that the European market was being ex- 
panded by the lowering of transport costs.* Similarly, the market 
for coffee in the United States had been growing. At the same time, 
competitive production in the Caribbean region was on the decline, 
owing principally to hurricane damage and to the loss of ‘soil fer- 
tility. The article wound up by urging quick action to plant more 
coffee in order to take advantage of improved market conditions. 


This plea to plant more coffee was repeated with emphatic regu- 
larity by the Sociedad Econémica and the government throughout the 
1850's. In 1852 the Sociedad Econémica appointed a liaison com- 
mittee to work with the government in promoting coffee cultivation. 
Provincial officials were constantly directed by the central govern- 
ment to encourage coffee planting in their provinces.” Information 
about coffee raising in Costa Rica, El Salvador, and other countries, 


was published from time to time, instructions on coffee growing 
were distributed, and coffee producers were urged to adhere to higher 
standards of selection and processing in order to make Guatemalan 
coffee more attractive in export markets. An item published in the 
Gaceta de Guatemala in 1856 shows that the government had also 
contracted with one producer to establish a “model finca,” where 
other growers could observe the advantages of improved methods.® 


‘The advantage of hindsight has made it commonplace for us to empha- 
size the revolutionary effects on transport costs which were set in motion 
about the middle of the nineteenth century by combined developments in 
the railroad and the steamship. The unknown Guatemalan author of the 
article in La Revista . . . showed a keen appreciation of these changes in 
1846, when he wrote: ‘Railroads and steamships, {by} making communi- 
cation cheaper, have facilitated trade, and have made it possible to extend 
{the consumption } of necessities and conveniences of life among all classes 
of people and among all nations.” (Ibid., p. 7.) 


’ For example, Gaceta de Guatemala, August 29, 1851, p. 1; #b7d., April 
7, 1852, p. 1. 


® Gaceta de Guatemala, June 12, 1856, p. 8. 
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Efforts to stimulate the coffee industry continued on an ascending 
scale in the 1860’s and 1870's. Although no production statistics 
are available for this period, several observers reported that coffee 
planting was on the increase.’ The rapid displacement of cochineal 
by chemical dyes, which by the ’sixties was threatening virtually to 
extinguish Guatemala’s exports, gave a strong sense of urgency to 
the campaign to expand coffee output, since by that time coffee was 
looked upon as the single most promising export substitute for 
cochineal. The results were not everything that the coffee en- 
thusiasts had hoped for, judging from their frequent expressions of 
dissatisfaction, but it appears that they were substantial in character, 
and that a foundation was laid for subsequent developments of 
greater importance. According to Alvarado, in 1855 Guatemala ex- 
ported only 95 quintals of coftee.* In 1870, according to official 
figures, coffee exports had reached 113,000 quintals, and by 1880 
they had risen to about 290,000 quintals; ° this increase in the decade 
of the ‘seventies amounted to 150 per cent. 


Shortly before 1880, two additional steps to encourage coffee pre- 
duction were taken by the government at the instigation of Presi- 
dent Barrios, a strong advocate of coffee expansion in Guatemala. 
In 1877 coffee was exempted from the payment of export taxes.’ 
Two years later the government established coffee nurseries, from 
which plants were distributed without charge to farmers who could 
not afford to buy them. 


By 1880 coffee was securely established in the Guatemalan econ- 
omy, and Guatemala was well on the way to becoming a mono- 
economy with coffee as the center of its commercial production. 
Both internal and external forces contributed to this result. In- 
ternally, the government and a number of private individuals had 
made strong efforts to develop coffee production in order to make 
up for the deficiency caused by the decline in exports of cochineal. 
Externally, the principal contributing circumstances were the cheap- 
ening of transport costs and the growth of foreign markets for 


7 Jones, op. cit., p. 204. 

8 Alvarado, op. cit., vol. 2, p. 539. 

® Secretaria de Fomento, Memoria, 1885, appendix 12. 
10 Ministerio de Fomento, Memoria, March 1879, p. 5. 
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coffee. An indication of the trend in world coffee consumption 
prior to 1880 can be gained from the estimates of world production 
employed by the International Institute of Agriculture.** In the 
decade 1850-1859, average annual production was 647 million 
pounds. By the decade 1870-1879, it had risen to 1,020 million 
pounds, an increase of about 57 percent. These data are for pro- 
duction rather than consumption. However, since world consump- 
tion and world production figures are fairly close to each other for 
the decade of the ‘eighties, when consumption estimates are avail- 
able, it is reasonable to suppose that the production averages for 
the earlier decades are a good guide to consumption as well. 


An impression of the growth of coffee production in Guatemala 
subsequent to 1880 can quickly be gained from the figures in the 
following tabulation, showing average annual exports by five-year 
periods, 1880-1919. 


Guatemala’s Coffee Exports (in quintals) 


Period Annual Average 
1880-1884 324,313 


1885-1889 484,662 
1890-1894 543,223 
1895-1899 760,200 
1900-1904 

1905-1909 807,914 
1910-1914 773,769 
1915-1919 846,679 


Source: Calculated from data in Jones, Guatemala: Past and 
Present, p. 210. 


By the ‘eighties, Guatemala had attained the relative position in 
world coffee production which it held throughout the whole period 
prior to World War I. The following figures show Guatemala’s 


11 International Institute of Agriculture, Studies of the Principal Agricul- 
tural Products on the World Market, No. 9, The World’s Coffee, p. 96. 
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coffee output as a percentage of total world production, by five- 
year periods: *” 


PN sicshe ca hscseieheinistiiaSncinctanen 3.0% 
NN aaececeiialicee pai icdncisiaiaal 3.7% 
RY chinasiraitilesshsadscsetiecsinniacies 3.7% 
NN ietpcicrencerecdcnnand 3.1% 
RN iiioudsaaotiaeanlinneees 3.6% 


During this same period, however, Guatemala advanced its posi- 
tion in world output of “mild” coffees. Relative to the total pro- 
duction of the principal countries producing “‘mild” coffees, Guate- 
mala occupied the following position, by five-year periods: ** 


I in tse: satiate aialaae 7.0% 
I iiss canis sleaaieebioiadstek 8.7% 
I ins nsiastanacss ila inci 11.0% 
I ihc tecntsirrnsanisshdeariicees 11.1% 
1905-1909 _........... saanoeiiascai idee 14.0% 


As coffee production in Guatemala expanded after the middle 
of the nineteenth century, and as cochineal exports declined, coffee 
became the dominant item in Guatemala’s export trade. It is not 
possible to trace this development statistically, owing to the lack of 
comparable figures for total and coffee export values. However, 
it has been possible to assemble the following figures for the early 
‘eighties, showing the importance which coffee had attained by 
that time. 

Guatemala’s Exports, in Thousands of Pesos 


Coffee as 

percent of 

Year Total Coffee of total 
BRIR EO oe nn ees, NN eit pera hide 92 
Uae ers gn a I ars cligtearnule 89 
Bee BETA nce oe | ee 85 
LO een Sy || ee 85 


Source: Data on total exports for 1880-1882, from Secretaria de Fomento, 
Memoria, 1884, appendix 6, table 8; for 1883, Secretaria de Fomento, 
Memoria, 1885, appendix 12, table 16. Data on coffee exports from 
Oficina de Estadistica, Informe, 1885, p. 33. 


*2 Calculated from data in International Institute of Agriculture, op. cit., 
pp. 96-99. 

18 Calculated from data in International Institute of Agriculture, op. cit., 
pp. 98-99. 
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Coffee production also attracted foreign capital and enterprise to 
Guatemala. This development appeared early, but it seems to have 
been accelerated around 1880. In 1879 the Minister of Fomento 
made a special point to report that a number of foreigners had 
approached his agency, requesting information about private and 
public lands that might be purchased or leased for the purpose 
of raising coffee.* Because of the importance which Germany 
attained as a consuming and importing center for “mild” coffees, 
German firms early became prominent in the marketing of Guate- 
malan coffee.° Apparently, a considerable number of Germans 
extended their operations from the coffee trade to the production 
end of the business, by developing new fincas or acquiring existing 
fincas from Guatemalans. Some were obtained by German creditors 
from insolvent planters during times of crisis.°° In 1913, the 
earliest year for which statistics on nationality of ownership have 
come to hand, 170 coffee fincas in Guatemala were owned by 
Germans. In the same year, fincas owned by Guatemalans num- 
bered 1,657. However, the German-owned fincas were larger and 
better developed on the average, for they produced 358,000 quintals 
of coffee as compared with a total production of 525,000 quintals 
on the fincas owned by Guatemalans."* Thus, with only 10 per 
cent as many fincas, the German-owners produced about two-thirds 
as much coffee as the Guatemalans.** 


The influence of coffee development in Guatemala was by no 
means confined to changing the composition of exports and induc- 
ing an inflow of foreign capital and enterprise. The effects pene- 
trated deeply into the indigenous economy of the Guatemalan High- 
lands, and into the indigenous culture as well. Central to this in- 


14 Ministerio de Fomento, Memoria, 1879, p. 75. 

15In 1900, Germany took 60 per cent of Guatemala’s coffee (Jones, 
op. cit., p. 211). In 1913, the German share was 55 per cent; see Louise 
Hearst, “Coffee Industry of Central America,” in Economic Geography, Vol. 
8, No. 1 (January 1932), p. 64. 

16 International Institute of Agriculture, op. cit., p. 134. 

17 These statistics are found in Secretaria de Fomento, Memoria, 1915, p. 7. 

18 German owners frequently imported German agronomists to make 
improvements in methods of raising coffee on their fincas. José Antonio 
Pérez Calderén, Aspectos econdmicos de la inmigracién en Guatemala 
(mimeo., Guatemala, 1952), p. 78. 
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fluence was the demand for Indian labor to work in the coffee fincas, 
whether on a seasonal, or a more permanent, basis, for this demand 
gave rise to a new chapter in the use of forced Indian labor. 


Forced Jabor has, of course, a long history in Guatemala, going 
back to colonial days, when the repartimiento was commonly em- 
ployed. Later in the colonial period, when indigo production as- 
sumed importance, peonage came into use as a substitute for the 
repartimiento, although the older institution did not die out en- 
tirely. The subsequent decline in the exportation of dyestuffs, how- 
ever, caused a similar decline in the use of forced labor. Indians 
were still legally subject to labor draft, but the need for labor was 
small, and their services were exacted with moderation. Around 
the middle of the nineteenth century, forced labor was a modest 
burden on the Indian population. 


The expansion of coffee raising brought a revival and extension 
of peonage, and a tightening of the bonds which kept the peon 
at work. The government of Guatemala came to consider it a 
main function of public authority to insure an adequate labor supply 
for the coffee fincas. Wagrancy laws were enacted to force the 
Indians to enter into contractual relations to work, these laws were 
strictly enforced, and a number of other methods were contrived 
to exert pressure on the Indian population to labor in the coffee 
fincas.”® 


It is not my intention to discuss the many ramifications of the 
use of forced labor in the coffee fincas of Guatemala. The topic 
has been introduced in order to illustrate the broad proposition that 
the development of the coffee economy had far-reaching conse- 
quences for the Guatemalan people as a whole. Forces were set 
in motion to bring about important changes in the indigenous econ- 
omy of the Highlands—a process of change which has been con- 


19 The following quotation from a report by a provincial official will serve 
as an illustration of the role of government: ‘‘Agriculturists were attended, 
as always, in connection with their complaints about fugitive workers; 
workers who had received advances were punished, and turned over to their 
former employers or to new employers who paid up their debts. Provincial 
and local authorities also gave assistance in every way to agriculturists in 
obtaining people to work.”’ (Secretaria de Fomento, Memoria, 1910, p. 86.) 
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tinuous to our day.” Similarly, a new process of acculturation got 
under way, and it is for this reason that students of Maya ethnology 
have marked off the years since 1800 as a separate period in the 
sequence of Maya cultural development.” 


Instability. With the development of coffee production in Guate- 
mala, the economy began to show sensitivity to demand, supply and 
price conditions in foreign markets. There is some evidence of con- 
cern about a drop in coffee prices in 1874, but this incident seems 
to have been highly temporary in nature. A more serious drop 
occurred from 1882 to 1884. Nevertheless, it was reported by off- 
cial sources in 1885 that those who had embarked on coffee culti- 
vation had not lost confidence, and that they were counting on a 
renewed expansion in coffee markets.” This expectation proved to 
be well founded, for prices and market conditions were very good 
for the producers in the late ’eighties. In 1889, and again in 1890, 
it was reported that the attractive prices which had prevailed for 
the past few years had induced a great deal of new planting.” At 
the same time, Guatemala was establishing a reputation for pro- 
ducing coffee of high quality; at an exposition in Paris in 1888, 
Guatemalan coffee was awarded a first prize** 


The first major setback occurred in 1897. It was caused princi- 
pally by a jump in coffee output in Brazil, and it is an early illus- 
tration of the powerful influence which Brazilian production has 
had on the world coffee situation. Brazil’s coffee crop, which 


20 Changes in the indigenous economy have actually become apparent 
principally in the period subsequent to the First World War. These devel- 
opments are dealt with in my article, “Indigenous Economy in Latin 
America,” in Inter-American Economic Affairs, Vol. 8, No. 3 (Winter 
1954), pp. 3-25. 

21 Oliver LaFarge employes the classification “Recent Indian II’ for the 
period since 1880 in his paper, “Maya Ethnology: the Sequence of Cul- 
tures,” in The Maya and Their Neighbors (New York, 1940), pp. 281-291. 
A similar approach is found in Antonio Goubaud Carrera, “Indian Adjust- 
ments to Modern National Culture,” in Selected Papers of the XXIXth. 
International Congress of Americanists, pp. 244-248. 

22 Secretaria de Fomento, Memoria, 1885, p. 4. 

23 Secretaria de Fomento, Memoria, 1889, pp. 3-4; also, Memoria, 1890, 
p. 67. 

24 Direccién General de Estadistica, Informe, 1889, p. 7. 
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amounted to about one-half of world output between 1850 and 
1880, rose to approximately two-thirds of the world total in the 
latter half of the ‘nineties, following a period of active new plant- 
ing. The following figures show the spurt which took place in 
Brazilian production in 1897. 


Brazilian Coffee Production (in millions of pounds) 


Crop year ending Output 
fuvetage, 1890-1894... 778 
DO casei eines anicipclectce untttsiateiCeeain 957 
tie ttianiaticacdicdecsbcinditbiaahaLndicatiebn 792 
UT inciksictatini ec dinisdcoesknisbstdep tl diehilcaebeds 1,231 
ia ahs 1,483 
ROO ee Poss eB ek a Anas, 1,255 
Average, 1895-1899 .............-.--.------0--- 1,139 


Source: International Institute of Agriculture, The World’s Coffee, p. 96. 


The increase in Brazilian output from 1896 to 1897 amounted 
to 55 per cent. If we compare five-year averages, which are, of 
course, more stable than annual figures, it will be noted that the 
increase was still impressive; output rose from 778 million pounds 
in 1890-1894 to 1,139 in 1895-1899, an increase of 46 per cent. 


Coffee prices slumped considerably in 1897. According to Wick- 
izer,”° the New York price of coffee was less than half the level 
prevailing at the opening of the decade.** Producers in Guatemala 
were badly shaken, and it was especially at this time that German 
creditors took over coffee fincas from planters whe were unable to 


pay their debts. 


+The coffee crisis of 1897 gave rise to a strong reaction in Guate- 
mala. The optimism of the past was replaced by uncertainty re- 
garding the future. For the first time, doubts were expressed about 
the way in which the Guatemalan economy had been developing, 





*°V. D. Wickizer, The World Coffee Economy (Stanford, 1943), p. 139. 

26 The severity of the drop in 1897 is also shown by the chart in Elizabeth 
W. Gilboy, “Time Series and the Derivation of Demand and Supply Curves: 
A Study of Coffee and Tea, 1850-1930,” in Quarterly Journal of Economics, 
vol. 48, no. 4 (August 1934), p. 672, in which logarithms of “corrected 
price,” rather than actual price data, are plotted. 
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with coffee as the heart of its commercial production. The effects 
of coffee expansion on other branches of agriculture were brought 
under scrutiny, and stress began to be placed on the need to in- 
crease production of foodstuffs, as well as on the diversification of 
agricultural exports. 


The re-appraisal of Guatemala’s agriculture which started with 
the coffee crisis of 1897 was not simply a development of the 
moment, but remained as a continuing theme in subsequent years. 
In 1899 a Department of Agriculture was organized as a branch 
of the Ministerio de Fomento. The first published report of this 
department illustrates clearly the new outlook. Although no sta- 
tistics were cited, the report points out that Guatemala had found 
it necessary to import corn and other foodstuffs, whereas before 
coffee production became so extensive articles of prime necessity 
were produced in adequate amounts, and at low prices, within the 
country itself. As the report puts it: 


This situation has resulted from the general tendency 
of all to devote themselves to a single branch of agricul- 
ture; whereas, if some of the farmers devote themselves 
to the production of coffee, it is natural to expect others to 
apply themselves to providing articles of daily consump- 
tion, and to the development of the livestock industry.” 


Farmers were, therefore, urged to increase production of such 
basic foods as corn, beans, potatoes, wheat and rice—‘‘to shake off, 
once and for all, the vassalage to foreign importation, which makes 
us tributaries of countries to which Nature has not been as bounti- 
ful in natural conditions for production.” ** At the same time, 
coffee raisers were asked to give attention to other export crops. If 
coffee prices should improve, producers were enjoined to take ad- 
vantage of the situation to develop other export crops which, unlike 
coffee, were not subject to the risks caused by huge production. 


From 1897 to 1909 the world coffee situation was characterized 
by two main features: (1) in general a low level of coffee prices;*° 


27 Memoria de la Direccién General de Agricultura desde su fundacién 
hasta Diciembre de 1902, p. 12. 

28 [bid., p. 11. 

29 See chart in Gilboy, “Time Series . . .,” op. cit., p. 672. 
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(2) disrupting effects of fluctuations in Brazilian output. Brazilian 
production moved to higher levels, and, in addition, Brazil pro- 
duced two bumper crops in 1901-1902 and 1906-1907. Brazilian 
producers had hardly felt the effects of the coffee crisis in 1897, 
owing to a simultaneous fall in the Brazilian exchange rate, and 
they had, therefore, continued new planting on an active scale. 
By 1900, after the milreis had begun to rise, the Brazilian pro- 
ducers were experiencing hardship,** and Guatemalans were com- 
plaining about the continuing unsatisfactory price for their coffee. 
Then came the huge crop of 1901-1902, which was about 35 per 
cent higher than that of the preceding year. According to Wick- 
izer, prices on the New York Coffee Exchange slumped to the 
lowest level ever recorded. This event marks the beginning of 
efforts to control the supply of coffee coming onto the market. An 
international conference of coffee-producing countries was called in 
1902, but no agreement was arrived at. In the same year new 
coffee planting was forbidden in Sao Paulo for a period of five 
years. This prohibition was subsequently extended for an addi- 
tional five-year period. Meanwhile, in anticipation of the record 
crop of 1906-1907, Brazil adopted a new control measure in the 
form of the first valorization scheme. 


The world coffee situation in 1906, with an enormous Brazilian 
crop to come onto the market, gave rise in Guatemala to vigorous 
official statements about the dangers of depending on the one ex- 
port crop, coffee.** The government offered prizes to encourage 
the production of new export crops, such as henequen. At the 
same time, the Minister of Fomento noted with satisfaction that 
the exportation of bananas, which had been encouraged by aboli- 
tion of an export tax in 1901, was making considerable headway. 
In 1906, too, the United Fruit Company began its operations in 
Guatemala,** a development which led to a great expansion in 
banana production and exports in subsequent years. 


80'V. D. Wickizer, op. cit., p. 139. 

81 J. F. W. Rowe, Studies in the Artificial Control of Raw Material Sup- 
plies: No. 3, Brazilian Coffee (Royal Economic Society, Memorandum No. 
34, 1932), p. 8. 

82 Secretaria de Fomento, Memoria, 1906, p. 4. 

83 Jones, op. cit., p. 213. 
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The twin themes of this period—need to diversify agricultural 
exports and need to increase food production—were reiterated in 
the official report of the Minister of Fomento in 1908.** Guate- 
mala, it was pointed out, had come to be at the mercy of fluctua- 
tions in coffee prices, some of which had their origins in purely 
speculative operations. In a further effort to cope with this situa- 
tion, two additional steps had been taken in 1907. One, compul- 
sory planting had been ordered for wheat, beans, corn, rice, pota- 
toes and yuca (manioc), by setting minimum production quotas for 
each local administrative unit (municipio). The Minister of Fo- 
mento contended, perhaps with excessive official optimism in view 
of his failure to cite figures, that this measure had brought about a 
reduction in the importation of foodstuffs and a lowering of food 
prices. The other measure involved setting up agricultural experi- 
ment stations, in an effort to raise crops which might prove success- 
ful in diversifying Guatemala’s agricultural economy. 


From 1909 to 1913 coffee prices were on the rise, and there 
was a noticeable tapering off in official action to diversify agricul- 
tural exports and expand food production. Thus, the Minister of 
Fomento reported in 1912, with evident gratification, that Guate- 
malan coffee was commanding high prices in European markets, that 
coffee cultivation was being expanded, and that finca owners were 
destined to establish “solid fortunes” in a few years from their 
earnings.*° The experience of the preceding years had not been 
entirely forgotten, for the Minister referred to continuing efforts 
to increase the output of foodstuffs, but it is clear that the earlier 
keen sense of urgency had become dull under the influence of im- 
proved market conditions for the coffee producers. 


A new element of uncertainty was created by the First World 
War, inasmuch as Germany was the principal market for Guate- 
malan coffee. Taking the war period as a whole, however, it does 
not appear that Guatemala was seriously upset. It was not until 
1917, according to Ukers,** that the Allies were able to put a stop to 
the shipment of coffee to Germany through neighboring countries. 


84 Secretaria de Fomento, Memoria, 1908, p. 12. 
85 Secretaria de Fomento, Memoria, 1912, p. 4. 
6 William H. Ukers, All About Coffee (New York, 1935), p. 462 
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Guatemala’s coffee exports dropped in 1914, and again in 1915, but 
the fall was modest, and even in the latter year exports were higher 
that they had been in most years prior to the outbreak of the war. 
A decline took place in coffee prices, but judging from the mildness 
of comments on the price trend, the change was not severe. Fur- 
thermore, by 1915 Guatemalan coffee, which won the only grand 
prize at the San Francisco Exposition,’ was beginning to enjoy 
greater favor with consumers in the United States. Exports rose 
materially in 1916 and 1917, and prices stiffened. By the end of 
the war the popularity of mild coffees had become well established 
in the United States, and thereafter Guatemala found its principal 
market in this country. 


By the end of the First World War, coffee production in Guate- 
mala had gone through more than half a century of active expan- 
sion. Development had not been continuous, for there had been 
over ten years of instability and uncertainty in coffee markets fol- 
lowing the coffee crisis of 1897. But the memory of those years 
had faded under the influence of the more benign market conditions 
prevailing from 1909 to 1913, and the expansion of American con- 
sumption of mild coffees had eased the pains of adjustment to war- 
time conditions. Nevertheless, the period of instability had gener- 
ated sharp reactions, and had given Guatemala a taste of what was 
to appear in a much more acute form in the dislocated international 
economy of the inter-war period, and especially during the depres- 
sion decade of the 'thirties. 


37 Secretaria de Fomento, Memoria, 1916, p. 9. 
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Economic Development and 
Public Administration 


By Albert Lepamsky* 


For the first time, and on a universal scale, the whole mechanism 
of the modern state appears to have been dedicated to the economic 
development and the related social amelioration of the world’s peo- 
ples. Whether a nation is warlike or peaceful, the main objective 
has become economic development, and the major instrumentality 
public administration. The primacy of public administration in the 
economic development process can be seen in the grand spectacle of 
the United Nations itself, the world’s over-all mechanism of public 
administration, restraining itself in the performance of its main job 
of keeping world peace, but devoting itself increasingly to the ‘‘over- 
riding objective” of promoting the economic and social development 
of the underdeveloped countries. The fact that several of its mem- 
ber states are creations of the post-war period and that still more 
lands are preparing themselves for nationhood, merely adds to the 
United Nations’ responsibility for rendering assistance on govern- 
mental matters. 


* Professor of Political Science, University of California, Berkeley. Pub- 
lic administration, in terms of its operating doctrines and techniques, is 
treated separately in a paper by the same author entitled, ‘Technical Assist- 
ance, Public Administration's Challenge”, Public Administration Review, 
Summer, 1955. In the present article, public administration is considered in 
the broader sense of governmental as compared with nongovernmental re- 
sponsibilities. 

1 Annual Report of the Secretary-General on the Work of the Organiza- 
tion, July 1, 1953-June 30, 1954. The Secretary-General, in cautiously 
phrased criticism, complained of the increasing tendency of nations to bypass 
the United Nations in certain ‘negotiations for peace.” He later mentioned 
“the overriding objective of the total economic and social programme of the 
United Nations, the promotion of the economic and social development of 
under-developed countries.” 
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I 


That governmment should be assigned the primary role in the 
development process is an ironic, if inevitable twist of history. Rele- 
gated by the last century’s laissez-faire doctrines to the mere position 
of “hinderer of hindrances,” * and condemned to suspicion by the 
totalitarian trends of our own generation, the state now emerges 
as the source of economic prosperity and the fountain head of social 
welfare. Recently freed from imperialistic restraints, colonial 
peoples grasp more tightly their own goblet of government. Older 
nations, unsure of themselves and their neighbors, continue to seek 
economic salvation at the altar of the state. Even affluent coun- 
tries, who purport to prefer the private to the public sector of the 
economy, vigorously employ the mechanisms of government and 
the apparatus of public administration in order to maintain their 
own productive system and to help plan friendly economies abroad. 


In the intellectual realm, political scientists and specialists in 
public administration are being enlisted internationally to fill tech- 
nical assistance posts, along with experts from other social science 
disciplines. Whether these social scientists are economists dealing 
with problems of production or anthropologists concerned with ques- 
tions of cultural adaptation, they no longer regard it a fallacy to 
believe, along with their colleagues the political scientists, that a 
people can be uplifted by “the brittle thread of politics.’ * 


It is in fact the economists themselves who often urge the politici- 
zation of economics and the strengthening role of public adminis- 
tration in the realm of economic development. Top United Na- 


* This is the apt phrase of Professor W. K. Hancock in his Wealth of 
Colonies, Cambridge, 1950, p. 19. 

*It is a noteworthy indication of the increasing perspective of the social 
sciences that political scientists sometimes give the higher priority to eco- 
nomic and general cultural factors when they undertake to measure political 
maturity. Russell H. Fitzgibbon, ‘‘Measurements of Latin-American Politi- 
cal Phenomena; A Statistical Experiment,” American Political Science Re- 
view, June 1951, pp. 517-523. See also Arnold de Kat Angelino, Colonial 
Policy, The Hague, 1931. 

*Compare Roy Blough, “Political and Administrative Requisites for 
Achieving Economic Stability,” American Economic Review, May 1950, pp. 
165-178, with Edwin G. Nourse’s comments in The Nineteen Fifties Come 
First, New York, 1951. H. W. Singer, ‘Obstacles to Economic Develop- 
ment,” Social Research, Spring, 1953, pp. 19-31. See also note 7 below. 





tion: 


polit 
besp 
Exec 
for | 
elen 
mist 
exp! 
dev 
poli 
ecot 
hist 
is | 


peri 


as | 
fort 
vel 
soc. 
tati 








ECONOMIC DEVELOPMENT AND PUBLIC ADMINISTRATION 23 


tions administrators and economists, including former professors of 
political economy like Dag Hammerskjold, the Secretary General, 
bespeak the role of the political scientist;> and Gunnar Myrdal 
Executive Secretary of the United Nations Economic Commission 
for Europe, warns that the pursuit of economics without the political 
element can become ‘‘a sort of humble econometrics.”* The econo- 
mists generally, despite some tendency toward a purely economic 
explanation of economic development, have long grappled with the 
developmental problem in terms of societal factors of a cultural and 
political character.’ Especially aware of the limitations upon a mere 
economic interpretation of the development process are the economic 
historians, whose increasing body of research on economic growth 
is beginning to unlock many insights into earlier developmental 
periods. 


Under typically classical systems of laissez-faire economics, such 
as prevailed in nineteenth century England, the state may not have 
formulated systematic plans or purposeful programs of economic de- 
velopment, but on the other hand there was a conscious policy of 
social amelioration consisting of national programs of public sani- 
tation and public welfare to eradicate the squalor of English in- 


5‘*The United Nations and the Political Scientist.” American Political 
Science Review, December 1954, pp. 975-979; see also Gunnar Heckscher, 
‘Modern Trends in Public Administration,” Progress in Public Administra- 
tion, August 1953, p. 1. Professor Heckscher directed the Turkish Institute 
of Public Administration at Ankara, which was established with the collabora- 
tion of the United Nations. 

6 Gunnar Myrdal, The Political Element in the Development of Economic 
Theory, (Paul Streeten tr.) Harvard University, 1953; “The Relation between 
Social Theory and Social Policy,” British Journal of Sociology, September 
1953; “Toward a More Closely Integrated Free-World Economy”, Columbia 
University Bicentennial Conference, May 27-29, 1954. 

7 Thomas R. Malthus, Principles of Political Economy, London, 1836, p. 
361; W. Stanley Jevons, Theory of Political Economy, 1877 (1911 Edition), 
p. 267; Colin Clark, Conditions of Economic Progress, London, 1940; J. M. 
Clark and others, Problems in the Study of Economic Growth, National Bu- 
reau of Economic Research, 1949; Harold G. Moulton, Controlling Factors 
in Economic Development, Washington, 1949; Eugene Staley, The Future of 
Under-developed Countries, New York, 1954; W. W. Rostow, The Process 
of Economic Growth, New York, 1952; Norman Buchanan and Howard 
Ellis, Approaches to Economic Development, the Twentieth Century Fund, 
1955. The entire problem was of course implicit in Adam Smith’s writings. 
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dustrial life. This early form of British ‘‘development” was ac- 
companied not only by the various recognizable forms of technical 
assistance and national aid to local authorities, but parallel with it 
there occurred that drastic reconstruction of the machinery of Brit- 
ish government, from Parliamentary reform to the creation of a 
Civil Service, which is the secret passion of so many specialists in 
international technical assistance today.® 


Yet it seems to be true that in England “political power was a 
welcome consequence of economic development, but it was scarcely 
the impelling factor.” ® On the European continent, on the other 
hand, the state played a more direct role. In Germany, but also to 
some extent in France, where the rulers were intent upon matching 
England’s industrial development as early as possible and were de- 
termined at the same time to avoid the agricultural and other social 
upheavals experienced by the British, the state more readily ac- 
cepted responsibilities in the economic field of the type we now 
apologize for on the part of underdeveloped governments.*° 


How will the developmental history of the United States read 
when the new brochures are writtten on the subject of economic 
growth? ‘There are historians who deny or disregard the govern- 
mental factor in United States economic development and who de- 
plore the Jeffersonian blight which government was supposed to 
have shed upon business. ‘‘No effective administration was possi- 
ble and the Government was not to be trusted,” is one refrain which 
has been introduced into the story of nineteenth century develop- 
ment in the United States.” 


8T. S. Ashton, The Industrial Revolution, 1760-1830, London and New 
York, 1948, pp. 139-141. L. C. A. Knowles, Economic Development in the 
19th Century, Dutton, 1932; S. Herbert Frankel, “Some Conceptual Aspects 
of Technical Change,” International Social Science Bulletin, April 1952 pp. 
267-68; and Henry G. Aubrey, ‘The Role of the State in Economic Develop- 
ment,” American Economic Review, May 1951, pp. 266-73. Compare, how- 
ever, P. T. Bauer's series of articles in The Manchester Guardian Weekly, 
August 5, 12 and 19, 1954, ‘Export Monopoly in West Africa.” Also his 
and B. X. Yamey’s “The Economics of Marketing Reform,” The Journal of 
Political Economy, June 1954, pp. 210-235. 

® Buchanan and Ellis, op. cét., p. 153. 

10 Tbid., p. 161; J.H. Clapham, The Economic Development of France and 
Germany, 1815-1914, Cambridge, 1921. 

11. C. A. Knowles, op. cit., p. 200. 
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Nevertheless, we are coming to appreciate more and more the 
economic significance of the Federalist policies of commercial stimu- 
lation during the Constitutional period; the internal improvements 
program of the early nineteenth century and the subsequent rise of 
the state-owned canal and railroad enterprises in the United States; 
the rendering of state and community services to enterprise by way 
of the Federal and state grants-in-aid system with the resulting im- 
pulse to development coming from the national highway network; 
the more recent rise of the Federal, regional and local public power 
gtids; the constant devotion of public administration in the United 
States to the economic interests of agriculture and industry, mer- 
chants and consumers, capital and labor; the early preoccupation of 
the North American system of public education with technical and 
professional training; the steady growth of a competent service- 
minded bureaucracy. All of this has provided the United States 
with a powerful apparatus of public administration as an under- 
pinning for its economic supremacy.” 


But, just what was the order of the various economic and political 
events, how much causality can really be attributed to one or an- 
other of these basic public policies, and did these historical situa- 
tions genuinely resemble those faced by underdeveloped nations 
today? These are among the questions which tax us as we seek to 
establish model sequences out of one nation’s experiences in the 
development field which might serve as a guide to another’s. Es- 
pecially are we faced with the problem of finding, if possible, the 


12 Carter Goodrich, “Public Spirit and American Improvements,” Proceed- 
ings of the American Philosophical Society, 1948, pp. 305-309; “National 
Planning of Internal Improvements,” Political Science Quarterly, March 1948, 
pp. 16-44; “Local Government Planning of Internal Improvements,” ibid., 
September 1951, pp. 41-45; “The Virginia System of Mixed Enterprise,” 
ibid., September 1949, pp. 355-87; “Baltimore's Aid to Railroads; A Study 
in the Municipal Planning of Internal Improvements,’’ (Co-author, Harvey 
H. Segal) The Journal of Economic History, Winter 1953, pp. 2-35; and 
“The Revulsion Against Internal Improvements,” ‘bid., November 1950, pp. 
145-69. Louis Hartz, Economic Policy and Democratic Thought; Pennsyl- 
vania, 1776-1860, Harvard University, 1948. Oscar Handlin and Mary Flug 
Handlin, Commonwealth: A Study of the Role of Government in the Ameri- 
can Economy: Massachusetts, 1774-1861, New York, 1947. Leonard D. 
White, The Federalists; The Jeffersonians; The Jacksonians, New York, 1948, 
1951, 1954. 
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original impetus to the build-up of capital resources and of dis- 
covering the kind of human skills and social techniques which 
started and sustained the development process in the developed 
nations. 


Many historic by-ways can be explored with different degrees 
of relevance in the United States itself. There is the vignettte 
that could be drawn of artist Whistler’s father, Lt. George Whistler, 
of the United States Corps of Engineers, being assigned to England 
in 1828 on a technical assistance mission with the object of ‘“‘ob- 
taining intelligence” as to the best mode of locating and constructing 
railroads; then returning home for twenty years, during which the 
Federal Government applied his technical knowledge to the de- 
velopment of privately-owned railroads; and finally undertaking an 
American technical assistance mission of his own to Russia in 1848, 
where he built the St. Petersburg-Moscow railroad.** In 1867, a 
decade before the United States became an exporting nation in iron 
and steel, Abram Hewitt was sent on an official mission to study 
what the British could teach us with reference to the iron industry, 
from which he returned with knowledge of the Bessemer and other 
advanced processes.** In 1868, a deadly outbreak of ‘Texas Fever” 
engulfed Western herds in the United States, which thereupon in- 
vited Professor John Gamgee of Albert Veterinary College of Lon- 
don to investigate the dread disease; but his recommendation for 
the establishment of a veterinary bureau in Washington was disre- 
garded until 1884, when the British and other European countries 
forced the United States finally to accept this piece of technical 
advice by excluding its contaminated cattle from their ports. A 
few years previously, President Hayes had commissioned the ardent 
reformer, Dorman B. Eaton, to study the British civil service system, 





13 Forest G. Hill, “The Role of the Army Engineers in the Planning and 
Encouragement of Internal Improvements,” Unpublished doctoral thesis, Co- 
lumbia University, 1950. 

14 Albert S. Bolles, Industrial History of the U. S., Norwich, Conn., 1889, 

Sees, 
F 15 Report of the Commissioner of Agriculture, 1868, p. 5; Yearbook of the 
Department of Agriculture, 1897, p. 241.John S. Gould, ‘Texas Cattle Dis- 
ease”, Journal of Social Sciences, June 1869, Vol. 1, pp. 56-71. Edward 
Wiest, Agricultural Organization in the United States, Lexington, Ky., 1923, 
pp. 90-94. 
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with special reference to its possible adaptation to the United 
States.“ And when in 1935, the United States decided to adopt 
a national social security system, it was again to England that it sent 
representatives to learn the essentials of this specialized field of 
welfare administration.’’ 


Certainly, then, developed nations like the United States have 
profited from the international exchange of technical knowledge 
during their own development period when they themselves were 
the recipient government, so to speak. Further studies of economic 
growth, now in process, will no doubt extend the pattern of indebted- 
ness owed to British and other foreign capital, even though United 
States flotations were not always uniformly creditworthy.** And it 
should also reveal the extent of the American debt to foreign coun- 
tries for sending to these shores fully-reared immigrants with the 
much-needed skills of farmers and mechanics, merchants and physi- 
cians, teachers and engineers, mature lawyers and also incipient poli- 
ticians, who helped fashion the governmental system which has 
spearheaded or supported economic and social advance.” 


II 
In this respect, North Americans have often laid claim to a 
unique ingredient, in the way of institutional as well as human re- 
sources, which has distinguished their development from otherwise 
similarly circumstanced countries in this hemisphere. One early 
American novelist, James Fenimore Cooper, asserted, in a prescient 
exchange of correspondence with General LaFayette in 1832: 


16 Report Concerning Civil Service in Great Britain, Executive Document 
1, part 7 46th Congress, 2nd session, 1879. 

17 Eveline Burns, who had been at the London School of Economics, was 
the author of the National Resources Planning Board's Security, Work and 
Relief Policies, 1942. 

18 Reginald C. McCrane, Foreign Bondholders and American State Debts, 
New York, 1935. See Louis Hacker, England and America, New York and 
London, 1949. 

19H. W. Singer, “Development Projects as a Part of National Develop- 
ment Programs,” United Nations, Formulation and Economic Appraisal of 
Development Projects (Lahore Training Institute Oct.-Dec., 1950.) An 
early recognition of the technical, vocational and professional contributions of 
the American immigrants is found in Sir S. Morton Peto’s, The Resources and 
Prospects of America, London and New York, 1866, p. 18. 
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“What peculiarity do the United States enjoy except those which 
are connected with the character of their people, and with the 
institutions, as creative as that character, that is not enjoyed by 
other countries in the Western hemisphere?” Cooper then raised 
the pertinent inquiry, still widely pursued, as to why Latin American 
countries had a different course of development in spite of equally 
rich resources in some sectors. ‘“‘It will not do,” he argued, “to 
blow hot and cold, to say that the United States are prosperous 
because they are young states, and that Mexico and Chile and Peru 
are the reverse because they are not old states.” *° 


Still early scientific literature on this subject in the United States 
was something less than chauvanistic. Analyzing the problem of 
systematic economic development and the related policy of internal 
improvements, Daniel Raymond, one of the first domestically-bred 
political economists in the United States, came to the conclusion over 
a century ago that the attainment of national wealth involved a 
capacity for working and achieving which was in turn “materially 
influenced by the nature of the government;” but the fact “that 
Americans enjoy a better government,” he pointed out, “‘is rather a 
matter of accident and good fortune, than of our own creating.” ” 
In a similar spirit, the most recent United States treatise on economic 
development, that by Buchanan and Ellis, comments on the reports 
of ‘sound administration of the Government” in a country like El 
Salvador, and concludes that “Good government is the cornerstone 
of all efforts to improve the economic lot of underdeveloped coun- 
tries.” * 


20 Letter to General LaFayette by James Fenimore Cooper, Paris, 1831-1832 
(Robert E. Spiller, tr.), 1931, pp. 33, 8. It is interesting to note that this 
interchange resulted from an article in the Revue Britannique which was 
called to LaFayette’s attention by General Simon Bernard who himself played 
a leading role in furnishing French engineering technical assistance to the 
United States during the years 1816-1831 as director of the Board of Engi- 
neers which was responsible for surveying civil as well as military proj- 
ects for the United States Government. 

*1 Thoughts on Political Economy, Baltimore, 1840, pp. 81, 298. Ray- 
mond’s 1st edition was 1820. See also Friedrich List, The National System 
of Political Economy, London, 1916, pp. 108, 113-14; 1st edition, 1841. See 
also Michael Chevelier, Society Manners and Politics in the United States, 
Boston, 1839, pp. 288-89, 345-46, 382-83. 

22 Op. cit., p. 289. 
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However, when we begin to marshall the case studies of American 
economic development, it becomes difficult to assign definite priori- 
ties to specific governmental factors—or to the concrete economic 
factors for that matter—in order to account for the development 
process. For example, we might ask ourselves why South Ameri- 
ca’s most economically developed country, the Argentine, has still 
been unable to produce economic results comparable to those of the 
United States. The lack of coal or iron and of other resources 
which would support a rounded industrial economy, has been cited— 
with decreasing certainty of late—as the basic difference between the 
United States and the Argentine or other Latin American countries.”* 
But even with comparable or possibly superior resources in the agri- 
cultural realm, the development difference seems too great to at- 
tribute to the lack of a supporting industrial resource base. The 
fertility of the Argentine pampas is as great as that of the Western 
prairies of the United States; immigration has produced the Gaucho, 
an equally hardy and independent cowboy; sufficient British capital 
was available in good time for the construction of railway com- 
munications; essential mechanical techniques such as modern meat 
refrigeration appeared early in the Argentine; and the country 
represents a comparatively well-integrated society in a cultural and 
religious sense. And yet in the comparable realm of agriculture, 
no less than in her economic development generally, the Argentine, 
with its large landed estates, has not yet been able to match the 
proportionate advantages enjoyed by the United States agricultural 
population living on family-sized farms.* 


Is then the difference between Argentine and North American 
development experience primarily a matter of governmental policy- 
making and the system of public administration? Was the decisive 
factor in the United States the system of governmmental services 
rendered to agriculture and to the supporting of industrial economy, 
and parallel with this the wider-shared political powers which made 


23 Frank Tannenbaum, Whither Latin America: an Introduction to its Eco- 
nomic and Social Problems, New York, 1934, pp. 24-27. C. Langdon 
White, “Is the 20th Century South America’s?”, Economic Geography, April 
1945, p. 79-87. 

24 Preston E. James, “Factors in Modern Industrial Development,” Ameri- 
can Economic Review, 1951, pp. 233-34. 
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it possible to “log-roll” such policies through the machinery of 
governmment? Public administration does look like a substantial 
factor here. And yet, where government has excelled elsewhere in 
South America, there has not been the uniform success with economic 
development that a mature public administration would, under 
optimum conditions, be expected to produce. 


Uruguay, across the Plata from the Argentine, is a case in point. 
Here an exceptional governmental maturity has been achieved in a 
country which is generally comparable to the Argentine in human 
and agricultural resources, in social and cultural development, and 
in the attained level of economic growth. The contrasting achieve- 
ments of Uruguayan government are startling. Here is not only a 
welfare state of long standing, but a service-minded though prolif- 
erated bureaucracy, an array of fully-functioning public corporations 
and private enterprises, a sophisticated political party system, a work- 
able though puzzling system of proportional representation, a set of 
constitutional checks and balances stricter than those of the United 
States, a plural executive borrowed from the Swiss and operating 
with a flourish, and a serious devotion to political freedoms and 
personal liberties which could well provide certain pointers by way 
of reverse technical assistance. And yet Uruguay’s underdevelop- 
ment is still noticeable, especially in the misery of the countryside 
as contrasted with the cosmopolitanism of the capital city of 
Montevideo.” 


There are many such internal cleavages in underdeveloped coun- 
tries, which leave scars in the picture of economic, social, and politi- 
cal development. These societal cleavages, intensify the stickiness of 
the development process, especially by obstructing the growth of es- 
sential skill groups, including the technically-capacitated adminis- 
trative skill group in both government and business. As stated in 
the United Nations’ Standards and Techniques of Pubic Adminis- 


25 Rusell H. Fitzgibbon, Uruguay, Portrait of a Democracy, New Bruns- 
wick, New Jersey, 1954. George Pendle, Uruguay: South America’s First 
Welfare State, London & New York, 1952. Simon G. Hanson, Utopia in 
Uruguay, New York, 1938. James Bryce, South America: Observations and 
Impressions, New York, 1914. Milton I. Vanger, “Uruguay Introduces Gov- 
ernment by Committee,” American Political Science Review, June 1954, pp. 
500-13. 
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tration with special reference to Technical Assistance for Underde- 
velepod Countries, ‘where caste, color, race, creed or party mem- 
bership confer upon, or deny to, whole sectors of the population 
opportunities to share in the benefits bestowed by the State or 
where a limited segment of society is able to maintain for itself 
the privilege of public service, the public administration will weaken 
in the long run.” 


However persistent some of these barriers may appear in South 
America, this is on the whole a continent fairly renowned for its 
attack on the prejudices of color, class or caste. Brazil, for exam- 
ple, has gone far in this respect. And yet Brazil still suffers grievi- 
ously from illness, illiteracy, and income differentials, and these ills 
all too frequently happen to fall more heavily upon some societal 
classes than upon others. Economically, Brazil's problems are com- 
pounded by the monoculture of coffee, which is still an evil in the 
economy in spite of encouraging evidence of agricultural diversifica- 
tion. Food, forest and fiber production lags despite splendid soil 
resources. On the governmental side, the country has had three 
new constitutions in sixteen years, political processes are unsettled, 
administrative programs tend to go off on tangents, and civil service 
or related reforms are too new and too spotty to justify ironclad 
predictions that they will play a significantly timely role in the 
process of development.” 


Yet, Brazilian economic development goes on, and at a noticeable 
pace in some sectors. The pessimists who predicted that neither 
Brazil nor its South American neighbors could be industrialized now 
have some explaining to do.” The imaginative though expensive 


26 Pp, 9-10. 

27 J. A. Camacho, Brazil: an Interim Assessment. Royal Institute of In- 
ternational Affairs, London, 1952. R. G. Walker, “Brazil: Political and 
Economic Evolution,” World Affairs, July 9, 1949, pp. 300-9. Brazil’s ini- 
tiative in proposing a Center for Public Administration Training in the 
United Nations, and its early enthusiasm for its own government-sponsored 
program of training in public administration may yet prove significant. 

28 Royce A. Wight and Harold M. Midkiff, Brazil: an Expanding Economy, 
Twentieth Century Fund, New York, 1949. George Wythe, Industry in 
Latin America, 2nd edition, New York, 1949. United Nations, Report of 
ECOSOC, 2 August 1952 to 5 August 1953, p. 45. 
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Volta Redonda steel enterprise, nurtured by the Brazilian govern- 
ment, continues the miracle of increasing domestic production, al 
though it still falls short of the country’s voracious steel needs.”° 
Rio de Janeiro, the chic and choked metropolis, hardly looks under- 
developed, and Sao Paulo, one of the fast growing and not badly 
governed milliontowns in America, has to be seen to be believed. 
Exciting too—although how efficient no one yet knows—are the re- 
gional power projects and the resource-based communities being bull- 
dozed out of the jungle, well past the imaginative planning stage 
to which Brazilians are so addicted. It sometimes appears as though 
an eruptive economic and social development in Brazil is pushing 
forward governmental reforms instead of the other way around. 


There may be some foretaste of what can happen under favorable 
circumstances to Brazil in the more sustained developmental experi- 
ence of Mexico. The amazing thing as we look back to the era 
before the Mexican Revolution of 1910-1916, is how far and how 
steadily this country has progressed. The impetus to Mexico’s de- 
velopment is often said to have come from the land tenure policy 
which gave some hope of gain to the Mexican peasant. Although 
the ejido, the communal phase of this farm program, is now being 
criticized even by some of its original advocates in favor of more 
individual responsibility for farm production, governmental agricul- 
tural reforms do seem to have been one of the preconditions of 
Mexico's developmental progress. Moreover, Mexico can now boast 
of Pemex, the government-owned petroleum industry; a governmen- 
tally-sponsored steel development; and rising investments in the 
public services, including the railways, urban utilities, large-scale 
irrigation, and expanding electric power.*° 





29 Vladimir S. Woytinsky and Emma S. Woytinsky, World Population and 
Production Trends and Outlook, Twentieth Century Fund, New York, 1953. 
Compare pages 778 and 1138-9. 


80 Henry G. Aubrey, “Structure and Balance in Rapid Economic Growth: 
The Example of Mexico,” a paper prepared for the Conference on Strategic 
Factors in Periods of Rapid Economic Growth, sponsored by the Committee 
on Economic Growth of the Social Science Research Council, New York, 
April 9-10, 1954. Sanford A. Mosk, Industrial Revolution in Mexico, Uni- 
versity of California, 1950. There is still, as Mosk ‘wed out, the prob- 
lem of Mexican planning, with its tendencies toward elaborate project plan- 
ning (proyectisimo) rather than sufficient “blueprint details,” p. 307. 
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The predominant instrumentality of Mexican development does 
appear to have been the governmental, although we should not for- 
get the base laid in the form of the industrial plant and technique 
pioneered by private enterprise from the United States of America 
before the period of nationalization. The Mexican Revolution, 
however, shifted the center of political gravity pretty definitely from 
foreign dominated business interests to an indigenous bureaucracy, 
from large landholders to representatives of the peasant, and from 
the Church hierarchy to the political party. The old saw about 
“Poor Mexico, so far from God, so close to the United States,” is 
no longer apt. Official hostility toward the church is calming down, 
government grows more mature, politics become less military, ad- 
ministrative expertise is rising, and the country is surer of itself 
governmentally. Is it possible to argue that the more thoroughly 
revolutionary shift in political power as compared with other South 
American “revolutions” was the “basic’’ factor in the Mexican de- 
velopment ? ** 


That governmentalization is not always the essential ingredient 
for a development program, as it seems to have been in the case 
of Mexico, is suggested by the experience of Venezuela.An ex- 
tractive resource base—first petroleum and then iron ore for export 
to the United States—has brought on an amazing economic pros- 
perity and has produced an effervescent development which has 
landed this country right up along with Argentina and Uruguay in 
her per capita income level.** So long as the United States market 
for oil and ore holds up, the chances of sustaining this prosperity 
are good. Yet, Venezuelan progress has so far been uneven and 
erratic. Caracas, the capital, is being inundated with modern office 


31H. F. Cline, “Mexico: A Maturing Democracy,” Current History, March 
1953, Vol. 24, pp. 136-42. 

82 The exact per capita incomes as given in U. S. dollars are: Argentina— 
$346; Uruguay—$331; and Venezuela—$322. National and Per Capita In- 
comes in Seventy Countries, 1949, United Nations Statistical Office, New 
York, 1950. It is interesting in this respect to note the suggestion of Dr. 
Henry Block, that under-developed countries ‘‘which have suddenly achieved 
a relatively sound fiscal position,” but which rely on raw materials export, 
may be in an “exceedingly vulnerable’ position. “Economic Development 
and Public Finance,” The Progress of Underdeveloped Areas (Berthold F. 
Hoselitz, ed.). Harris Foundation Lectures, Chicago, 1953, pp. 248-49. 
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buildings. A quadruple-decker street is being rammed through the 
center of the city. There are some dramatic projects in the field of 
housing and highways, hospitals and schools, port and airport facili- 
ties. And some imaginative urban, rural and regional planning is 
being initiated by the national government. But in spite of—per- 
haps because of—the unrestrained prosperity in Venezuela, there is 
as yet no sign of balanced development or mature priority-making 
in the national economy as a whole. The Venezuelan bolivar is as 
good as gold, but the government's fiscal affairs are not always in 
hand. More serious is the fact that there seems to be no alternative 
to the wielding of governmental powers by the present military dic- 
tatorship, thus cutting down the possible range of recruitment from 
other able leadership for the effective management of the country’s 
affairs. 

If recuritment cannot be widened at the political level, there are 
promising opportunities for the recruitment and development of 
human resources in the more strictly-defined administrative realm of 
the under-developed American countries. Both the United States 
and the United Nations, operating in various fields of technical as- 
sistance, are helping to strengthen these aspects of public adminis- 
tration in Latin America. In terms of the amount of money obli- 
gated by the United Nations alone, the field of public administration 
has ranked first in Latin America in 1953-54, while it has ranked 
last in the rest of the underdeveloped parts of the world.** 


Ill 


A hopeful Latin American model more definitely within the 
United States economic orbit, and one that seems to restore the gov- 
ernmental factor to its priority position in the process of develop- 
ment is Puerto Rico. To be sure, the Island is politically associated 
with the United States as a free commonwealth, it enjoys free trade 
within the United States tariff zone, is exempt from Federal income 


83 U. N., ECOSOC, 6th Report of the Technical Assistance Board, “‘Dis- 
tribution by field of activity of obligations incurred in 1953 and estimated 
obligations for 1954 approved program”, 18th Sess., Suppl. 26. 4, 1954, p. 
253. Public administration ranked first in Latin America with 13.7%. The 
nearest contending field was vocational education with 6.6%. In Asia, the 
Far East, and Africa, public administration ranked last, with less than 1% in 
each case. 
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taxes, and is able to have its excess population employed on the 
Mainland. Yet all this is not enough to explain why, as even bank- 
ing circles now concede, Puerto Rico’s rise “tops that recorded any- 
where in the World” so far as increased living standards during the 
last decade are concerned.** 


The extremist Nationalist fringe which has at times lent an un- 
savory air to Puerto Rican politics is completely out of context with 
the industrial development, agricultural improvement, social ad- 
vancement, and particularly the rising political maturity of Puerto 
Rico. The unique commonwealth association worked out with the 
United States in 1950 is a testimony to the governmental good sense 
of both the Island and the Mainland; the Puerto Rican constitution 
goes out of its way to give minority political parties more than their 
fair share of the representation; the majority political party vigor- 
ously exercises its responsibility for using government as an instru- 
ment of economic development and planning; there is a determined 
public program for attracting private industry; the publicly-owned 
and publicly-managed corporations operate efficient power and other 
unique business enterprises; social betterment programs are treated as 
essential instruments of economic advance; the revenue laws are 
about as rigorously enforced as anywhere in the world; the electoral 
system is scrupulously conducted under the supervision of the judici- 
ary; the executive and legislative branches work in unison; the politi- 
cal and administrative leaders, who are closely allied in their opera- 
tions though they are careful about their individual roles, are re- 
spected by the public and favorably responded to; the civil service 
takes its share of the initiative in policy-formulation and is techni- 
cally capable; the University engages in research related to economic 
development and in training for the whole public administration.*° 
Although Puerto Rico is still grappling with serious problems re- 


84 See “Thank Heaven for Puerto Rico,” Life, (editorial) March 15, 1954. 
Harvey S. Perloff, Puerto Rico’s Economic Future, Chicago, 1950. ‘‘Puerto 
Rico: a Study in Democratic Development,” The Annals of the American 
Academy of Political and Social Science, January 1953. 

5 See Puerto Rico and its Public Administration Program, Proceedings of 
the Public Administration Conference held October 29 through November 2, 
1945, at University of Puerto Rico, 1947; Rexford G. Tugwell, The Stricken 
Land: The Story of Puerto Rico, New York, 1947. 
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lated to its rapidly rising population, economic development and 
public administration are so interrelated in this Commonwealth as 
to make it one of the few places in America, south of the Canadian 
border, where a true art of political economy seems to be emerging. 


Over-all, the United States contribution not only to the economic 
development but to the governmental maturity of Puerto Rico has 
been a decisive factor. A balanced study of the history of United 
States administration of the Island will show that, despite some 
mistakes before commonwealth status was attained, the United 
States assigned capable and understanding governors, administra- 
tors, judges, and technicians who helped to establish essential enter- 
prises and services, to create an upright system of public adminis- 
tration, and to found a genuine system of popular self-government. 
Indeed, Puerto Rico is merely one glittering specimen of the kind 
of American “imperialism” which was conscious of its responsibility 
for abundance beyond its own borders long before Point Four and 
international technical assistance programs got started. In 1910 
the famous publicist, William Allen White, pointed to what he 
called “the same striving to lift men to higher things, to fuller 
enjoyment of the fruits of our civilization, to a wider participation 
in the blessings of modern society—in short, to a more abundant 
life” 

What Puerto Rico symbolizes for technical assistance in Latin 
America, the Philippines could represent in what was at one time 
Asiatic America. As between these two former dependencies, the 
Filipinos lagged both in exercising economic responsibility and in 
conducting effective self-government. In 1908, Secretary of War, 
later President, William Howard Taft, had argued that it was not 
the duty of the United States ‘‘merely to await the organization of a 
Philippine oligarchy or aristocracy competent to administer the gov- 
ernment and then turn the islands over to it.” °7 When, after 
World War II, the United States became alarmed at the Philippines’ 
economic plight and its governmental ills, the Bell Commission, 


86 The Old Order Changeth, New York, 1910, p. 30. 

87 Special Report of William H. Taft, Secretary of War, to the President on 
the Philippines, Washington, 1908. Julien W. Pratt, American Colonial 
Experiment; How the United States Gained, Governed and in part Gave 
Away a Colonial Empire, New York, 1950. 
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dispatched by President Truman in 1950, went to the heart of the 
subject in the following terms: “A special effort must now be made 
to improve the public administration in order to give the people 
confidence in the Government. It is particularly important at this 
time because the economic development program will of necessity 
place even greater responsibility on public administration. The suc- 
cess of the development program may depend more on the efficiency 
and honesty of the public service than on any other single factor.” ** 
Pursuant to this line of thought, the Foreign Operations Adminis 
tration of the United States, under a contract with the University of 
Michigan, has had assigned to the Philippines one of the largest 
groups of technical assistance experts in public administration. Al- 
though there is still a hard pull ahead, there is hopefulness in the 
Philippines as never before. 


In all of underdeveloped Asia, the combined pattern of public 
administration and economic development has been taken seriously 
in informed circles over a long period of time. China was told by 
Richard Tawney, when he was asked in 1931 to recommend a solu- 
tion for its economic plight, that the answer lay in “the creation of 
an effective administrative system.” *° Under the Kuomintang, 
China was not able to put this piece of advice into practice ener- 
getically or soon enough. It now remains to be seen whether it 
can be done under the grip of the Communist bureaucracy.*° The 
question is a challenging one not only because China is the world’s 
most populated nation. It has been suggested, in addition, that 
“the current contest between the Communist coalition and the Anglo- 
American coalition raises the question: Which coalition is most ef- 
fective in industrializing the ae of the underdeveloped areas 
of the globe?” * 


In its own way, India corroborates the primacy of public ad- 
ministration for development purposes. Along with Pakistan, 


88 Report to the President by the Economic Survey Mission to the Philip- 
pines, bie y yo October 9, 1950, p. 97. 

89 Richard H . Tawney, Land and Labor in China, New York, 1932. 

40 Alexander Eckstein, “Conditions and Prospects for Economic Growth in 
Communist China’, World Politics, January, 1955, pp| 434-47. 

41 Alexander Gerschenkron, “Economic Backwardness in Historical Per- 
spective,” The Progress of Underdeveloped Areas, op. cit., p. 28. 
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Burma, Ceylon and, in an indirect way, Nepal, India has the 
advantage of less of a break with the past in this regard, thanks 
among other things to its inheritance of a modernized civil service 
from the years of British imperialism. This the French failed to 
provide adequately in Indochina, which made that state’s disinte- 
gration the more likely. Indonesia has, on the other hand, sud- 
denly been released from the guidance of a superior Dutch public 
administration, which she is now struggling valiantly to replace. 
Here and elsewhere in Southeast Asia, progress is being demon- 
strated in a few sectors, ,thanks in part to specific United Nations 
and United States technical assistance projects and to activities under 
the “Colombo Plan.’ *? During its first Five Year Plan, 1950-1954, 
India was reported to have attained a 13% increase in national 
income and a five year increase in average life expectancy, and if 
these gains prove not to be concentrated at particularized levels of 
Indian society, we have here an encouraging developmental model 
for all of Asia.** What may have been lost, therefore, in terms of 
internal order and administrative performance in the course of the 
transition of power in the newer Asiatic nations may thus be offset 
by a quickened sense of political responsibility and social achieve- 
ment.** 


Less speedy progress is reported from the Near and Middle East, 
with the exception of some countries like Turkey and Israel. The 
contrast with the apparent speed of Southeast Asia development is 
significant. For, in the area of Southwest Asia, the Near, and the 
Middle East, foreign powers have continued to play a larger stra- 
tegic role, international aid has more apparently been a tool of such 
strategic policy, and the internal system of public administration 
has demonstrated less initiative and matured more slowly. In 
most of Asia, however, if development lags it will not be for lack 


42 Frederic Benham, “The Colombo Plan,” Economica, London, May 1954, 
pp. 93-113. 

#3 Reported by G. L. Mehta (Indian Ambassador to the United States) and 
R. A. Kaur (Indian Minister of Health) New York Times, December 6 and 
October 30, 1954. A historical treatment of India’s development is found 
in Vera Austey, The Economic Development of India, New York, 1929. 

#4 Rupert Emerson, “Problems of Representative Government in South East 
Asia,” Pacific Affairs, December, 1953, p. 294. 
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of recognition of the importance of vigorous public administration, 
though there may be continued stumbling over the administrative 
details. The risk of failure arises more from the shortage of time 
than from the realization of the intimate relationship between 
development and administration. 


Time is running short too in Africa, where economic and social 
progress has, on a continental scale, been most retarded and where 
the failures in public administration have by no means been limited 
to the dependent areas. On the contrary, the two wholly inde- 
pendent African countries, Ethiopia and Liberia, are almost at the 
bottom of the per capita income scale, and they are also still strug- 
gling with the essentials of self-government and modern public ad 
ministration, their problems compounded by the variously disguised 
forms of social and economic caste and servitude which prevail in 
Africa.*# At the other African extreme is South Africa with a ma- 
ture governmental apparatus and a developed economy but with the 
great bulk of its population in a subordinated status, politically 
and economically. 

The metropolitan countries governing most of colonial or man- 
dated Africa—England, France and Belgium—have been increas- 
ingly alert to the responsibility of combining both ‘Development 
and Welfare,” as the British “Point Four’’ Acts have put the term 
since 1929.*° And they have tended to develop a forceful civil 
service to carry out these policies and to foster the more rapid rise, 
in remote recesses of this forgotten continent, of mineral enterprises, 
power development, public works, agricultural improvements, health 
and other social services, and industrial undertakings. There are 
also a few African political pockets, like Nigeria and the Gold Coast 
where there is a rising and promising recruitment of native talent 
into the public service.** 

But there have also been administrative blindspots and expensive 
policy failures in Africa. The vast British Groundnut Scheme of 


45T. R. Batten, Problems of African Development, London, 1948-1949. 
Part I, “Land and Labour,” p. 14; and Part II, “Government and People.” 

46 It has been estimated that all of the 300 students leaving University 
College of the Gold Coast in 1952 were destined for government employ- 
ment. Problems of Parliamentary Government in Colonies, The Hansard 
Society, London, 1953, p. 91. 
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1947-1951 failed not only because of unforeseen technical and 
administrative defects on the agronomical side, but also because it 
was planned and managed by the state apparatus of one people in 
terms of the human and natural resources of another people, with 
more attention to the needs of the former than to the interests of 
the latter.*” Africa did not need a vast plantation of three million 
acres of peanuts; the British did. The fact that this colossal failure 
was a product of British Socialism with its predilection for state 
enterprise makes it clear that the test of well-conceived economic 
development is not how thoroughly the state takes over but how 
thoughtfully it acts or encourages others to act. 


IV 


Thus, the development process has varied considerably from 
country to country, and sometimes the variations appear to have 
been so great as to dissuade us from attempting any historical an- 
alogies whatsoever. Professor Simon Kuznets, for example, has 
been engaged in demonstrating that the differences in per capita in- 
come between the developed and the underdeveloped countries are 
greater today than they were during the last century; that the vicis- 
situdes of life in an emerging economy like our own might have 
been functions of a genuine pioneering era rather than a condition 
of international backwardness; and that the problems of under- 
development today may differ absolutely in kind and not merely 
in extent from those of the previous era.“ 


Perhaps, therefore, the decisive elements that have made for 
successful development do lie so deep as to defy easy identification 
historically or deliberate modification today. It has been suggested, 
for example, that so far as the world’s developmental experience is 
concerned, temperate climate might have been the decisive factor; 


47U. K., A Plan for the Mechanized Production of Groundnuts in East 
and Central Africa, February 1947, Cmd. 7030. L. Dudley Stamp, Africa, A 
Study in Tropical Development, London and New York, 1953, pp. 421-25, 
94,96. W.K. Hancock, Wealth of Colonies, Cambridge University Press, 
1950, pp. 73-77. In contrast to the groundnut scheme, see U. K., Report 
of West African Oil Seeds Mission, Colonial, No. 224, Nov. 1947; Report on 
the Gambia Egg Scheme, May 1952, Cmd. 8560. 


48 See also H. Myint, ‘An Interpretation of Economic Backwardness” 
Oxford Economic Papers (New Sexies), June 1954( pp. 153-163. 
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or that development, in the past at least, seems to have been 
historically correlated with the rise of Protestantism.“ There is 
also the remote possibility that development may have to be not 
deliberately superimposed but conjured up from the hidden recesses 
of a people's history, on the theory, for example, that the cultured 
people of the Orient—the Persians, Indians, and Chinese—who once 
furnished the spices and silks, the paper and gunpowder for the 
backward West, can recover their birthright only from within.” If 
this is the case, the Americans may not be badly off at all, for 
their remarkable civilizations of the past—the Inca, the Maya, the 
Aztec—which, as Oswald Spengler put it boldly in the latter case, 
was “washed out by a handful of bandits . . . in the full glory 
of its unfolding,” ** may have left memory traces in the American 
mind which may serve to stimulate the regenerative process. 


However, modern economic development is by no means so 
dependent upon the sive gua non. The fact is that there is in the 
Americas, as elsewhere, a considerable complex of elements which 
make for development, any one of which might sprout Aaron’s 
Rod. The initiating spark may come from one of these factors, 
the foundation for sustained development from another, and the 
combination may vary in different places and for different periods. 
And yet for rational developmental planning some selectivity must 
be exercised, if only to avoid the most glaring mistakes or to reduce 
the range of possibilities to some manageable checklist for initial 
decision-making and for subsequent trial and error. 


If, therefore, the foregoing commentary about the evolving course 
of contemporary development is broadly reflective of the actual facts, 
the following framework for the development process may be ven- 
tured for further refinement in the field of international technical 
assistance. 


*® Regarding climate, see comments of Eugene Staley, The Future of Un- 
derdeveloped Countries, New York, 1954, p. 205. On the relationship 
between Protestantism and economic growth, refer to Richard H. Tawney’s 
Religion and the Rise of Capitalism, New York, 1926. 

5° Regarding this point, note Sir Ramaswami Mudaliar’s comments on 
“Backward Areas,’ at the Mid-Century Convocation of the Massachusetts 
Institute of Technology in MidCentury: The Social Implications of Scientific 
Progress, Cambridge, 1950, p. 162. 

51 The Decline of the West, New York, 1934, Vol. II, p. 43. 
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1. Of the two broad categories of developmental factors, the 
natural and physical resources on the one hand and the human 
and social resources on the other, the latter is the most determina- 
tive, since the development process can proceed with a modicum of 
material resources providing the human and social resources are 
adequate to the task. 


2. Among the various elements which constitute the human and 
social resources of a people—their psychic stability and physical ca- 
pacity, their values and ideologies, their social institutions, and their 
skills and technologies (including their agricultural, industrial and 
and administrative skills)—the last two, that is, the institutional and 
the technological elements, are most important since they offer the 
strongest leverage with which to start the development process and 
the widest canopy under which the other essential resources (the 
psycho-physical and the ideological) can under modern conditions 
be mobilized or manipulated effectively toward a sustained develop- 
ment program. 


3. As between the two major and interrelated sectors of society 
in which these technologies and institutions are customarily grouped, 
namely, the economic and the political, the latter seems to be a 
primary though not always a priority sector, since, under the condi- 
tions of tension and timing the world now finds itself in, the 
devices of public administration provide the widest scope of en- 
forceable decision-making. 


In concrete cases, however, public administration will often have 
to defer to private enterprise. Thus, where the risk of develop- 
ment may be great or where capital requirements are beyond the 
reach of private enterprise, public management may be essential; 
but at the same time, private investment will have to be mobilized 
from the beginning, and later, private management might take over 
the project entirely. Similarly, where the objective of an enterprise 
is a multi-purpose one involving a wide range of functions, or when 
competition is impractical, the government may have to administer 
the project directly; nevertheless it can constantly introduce private 
contracting for various segments of the public program, if for no 
other reason than to multiply the number of managers, supervisors, 
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decision-makers, and first-line foremen for the evolving economy.” 

What is needed is an increasing span of individual responsibility 
and personal initiative within all the units of a developing society. 
And if the first fruits of such development are to be gathered largely 
through the organs of public administration, this need be no shock to 
those who have studied past oscillations between the extremes of 
state mercantilism and laissez-faire. For, economic development 
and public administration are two sides of one coin. Let the toss 
now fall where it may; the result is likely to be the increased social 
welfare of the world’s under-developed peoples. 


52 Buchanan and Ellis, op. cit., pp. 290, 410, 411. 





The Role of Government In Latin 


American Economic Development 


By Benjamin A. Rogge* 


To an economist, Brazil is one of the most exciting countries in 
one of the most exciting periods in world history. In this country 
are to be seen all of the hopes, accomplishments, and frustrations 
that make up the central theme of this era—economic development. 
The low-income, underdeveloped countries of the world are striv- 
ing for rapid transformation into high-income, industrialized coun- 
tries; the high income countries are striving for even higher levels 
of economic development. Never before has the economist lived in 
a world so acutely conscious of the materials of his calling; never 
before has he been pressed so hard and so continuously for answers 
to questions, for solutions to problems, for guides to action. 


This is an intoxicating atmosphere for the usually neglected, 
often-reviled student of the “dismal science.” It has encouraged 
a new boldness among economists, a new willingness to expose 
their complicated brainchildren to the hitherto critical or uninter- 
ested policy makers. In particular, it has induced economists to 
develop plans of great subtlety whereby the governments of the 
underdeveloped countries can squeeze from their countries the maxi- 
mum of economic development. Needless to say, they have found 
a receptive audience in a public already convinced that it is the 
government which must bring economic progress, and in a governing 
group always ready to accept anybody’s mandate that it assume 
more power. 


It is not the purpose of this paper to criticize the peoples of the 
underdeveloped countries of the world for desiring a fuller life. 





* Associate Professor of Economics, Wabash College. Visiting Professor 
of Economics, Escola de Sociologia e Politica de Sao Paulo, Sao Paulo, Brazil. 
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Nor is it designed to dash their hopes of achieving this goal. Nor 
even is it designed as a defense of a complete /aissez-faire policy 
on the part of the governments of the underdeveloped countries. 
Rather, the primary purpose of the paper is to suggest that the gov- 
ernments of these countries are not capable of performing all (or 
even most) of the ambitious tasks assigned to them in the typical 
plans for economic development; it is to argue that the typical plans 
for development are unrealistic because they are not based on an 
appraisal of the performance levels to be expected of the govern- 
ments of the underdeveloped countries. 


To illustrate: In a book with the title, The Industrialization of 
Backward Areas, the well-known and very competent economist, 
K. Mandelbaum, has outlined an elaborate and complex “model” 
of industrial development, calling for equally elaborate and complex 
action by government. In the introductory chapter, he makes the 
following statement: 


“The intensive development of backward parts of the 
world assumes the existence in these parts of reasonably 
stable governments capable of advance planning and 
strong enough to overcome the resistance of interested 
groups. It requires the building up of new institutions in 
many fields, including general education and _ technical 
training. All these social and political problems are out- 
side the scope of this book.’ 


Now of course it is perfectly legitimate for an economist, as a 
preliminary exercise, to construct a “model’’ of economic develop- 
ment, even one calling for far-reaching government activity, with- 
out considering the question of whether the government involved 
is capable of undertaking the prescribed activities. But in such cases, 
it is dangerous to even permit the inference that the “model” so 
constructed is directly useful as a guide to public policy. Yet this 
is precisely what has happened in so many cases. 


In developing a “plan” for economic development to serve as a 
direct guide to public policy, the economist cannot act as if “the 


1K. Mandelbaum, The Industrialization of Backwood Areas (Oxford, 
Basil Blackwell, 1945), p. 19. 
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social and political problems are outside the scope”’ of his study. On 
the contrary, these problems should occupy the central position in his 
analysis. Paradoxically enough, the choice among different tech- 
niques of economic organization must be made on the basis of “social 
and political” factors, rather than on the basis of economics elements 
per se. Economics is a study of the administration of scarce re- 
sources to achieve only dimly-perceived and conflicting ends. The 
central question of economic organization in a free society is which 
form of economic organization will achieve the greatest success in 
perceiving and reconciling the goals of the people and in administer- 
ing the scarce resources in accord with those goals.’ 


Or, more realistically, in deciding which activities the government 
should and which it should not undertake, the expected efficiency of 
the free market process must be weighed against the relative effi- 
ciency of government action. Economists have directed most of their 
attention to the expected efficiency of the market process, relative to 
some absolute standard, and little or no attention to expected levels 
of efficiency of government action. Because of this, they have 
tended to call for a much larger role for government than seems to 
the author of this paper to be consistent with the actual perform- 
ance level of most governments of underdeveloped countries.* The 
central thesis of this paper is that the peoples of the underdeveloped 
countries of the world who grant to their governments broad powers 
to promote economic development are likely to have their hopes 
frustrated and their basic freedoms endangered. The corollary thesis 
is that the best chance for economic development cum freedom will 
exist in a country whose government undertakes little more than the 





*In an authoritarian society, the problem of ends is not involved because 
the ends are determined directly by the members of the ruling group (unless, 
of course, there is conflict among the rulers, as in the recent consumer goods- 
producer goods dispute in Russia which led to the downfall of Malenkov). 
However, even in an authoritarian economy, the problem of administration 
still exists. 

*It is often said the free market system “looks good in theory but won’t 
work in practice.”” In the author’s opinion, this is the reverse of the actual 
case. Anyone familiar with the theory of the market economy is aware 
of the many, many ways in which, iv theory, the market economy will fail 
to serve the interests of the society. Also, it can be shown that, in theory, 
state intervention could improve the situation. It is iv practice that the free 
market system works and the state-controlled system fails. 








48 INTER-AMERICAN ECONOMIC AFFAIRS 


limited but very important task of creating an environment in which 
all the constructive forces of private initiative and private enterprise 
can be released for the tasks of economic progress. A defence of 
these theses will be presented following a brief review of the role 
assigned to government in some of the more widely-accepted plans 
for economic development. 


Role of Government in Economic Development Plans 

It might be well to start this review with one of the best known 
reports in this field—Measures for the Economic Development of 
Underdeveloped Countries, a Report by a Group of Experts ap- 
pointed by the Secretary-General of the United Nations.’ 

The authors of this report are not doctrinaire “planners” or so- 
cialists and they explicitly recognize the importance of private en- 
terprise in promoting economic development. At the same time, 
they outline a minimum program of government activities of signifi- 
cant proportions. The following list of recommended government 
activities is representative rather than complete: market research; 
prospecting; establishment of new industries; creation of financial 
institutions ‘to mobilize savings and to channel them into desirable 
private enterprise;’’ operation of public utilities, of agencies for mar- 
keting agricultural produce, of factories for processing the output 
of small farmers; confiscation of ‘‘unearned increments’ that arise in 
economic development; land reform; “‘creating credit institutions and 
insurance schemes which satisfy the farmers’ legitimate needs for 
credit;’”” some compulsory standardization of products in particular 
industries; planning and organization of ‘‘industrial centers;’’ com- 
pulsory consolidation of land holdings; ‘‘influencing the movements 
of resources in directions which it considers to be more appropri- 
ate,” including the location of industry; control new building by re- 
strictive licensing; act as guarantor for particular investments; licens- 
ing of new investment; and perhaps controlling the consumption of 
the rich. 


These and other duties of government are in addition to the tra- 
ditional functions of government—maintaining internal law and 
order, maintaining a military establishment, postal services, roads 





* Measures for the Economic Development of Under-Developed Countries, 
United Nations, Department of Economic Affairs, New York, May, 1951. 
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and waterways, etc. In fairness to the authors of the report, it 
should be said that they do not recommend that each of the ac- 
tivities listed above be undertaken by the governments in all coun- 
tries and under all circumstances. At the same time the list is in- 
complete and some of the more extreme interventions suggested 
to meet particular problems were not even included. In a rough 
way, it is representative of the most widely-accepted view on the 
role of government in economic development.® 


These views have been expressed in one “plan” for economic 
development after another; they appear in the reports of innumera- 
ble development committees, councils, and boards that have flowered 
in the intoxicating atmosphere of the time. They are reflected in 
the host of new economic activities undertaken by the governments 
of the underdeveloped countries. In many of these countries, one 
“plan” has been succeeeded by another and yet another; govern- 
ments have launched into ambitious projects, only to drop them 
and turn to other equally ambitious projects. The many obvious 
failures have proved no deterrent; the response to failure has usually 
beeen, “Our plan was faulty; now we must draw up new plans.” 
The idea that the basic fault was in relying on government to do 
that which it cannot do seems never to have been considered. 
Thus, each nation has gone about piling one improvisation on top 
of another, making a new mistake to correct an old, adding one 
new function after another on the shoulders of an already over- 
burdened government, in the firm conviction that economic de- 
velopment must be “planned” and that the only problem is to find 
the right plan. The few voices that have been raised in protest, 
that have suggested more freedom and less planning, have been 
brushed aside as the voices of reaction, of men trying to relive 
the 19th century. The triumph of government planning and gov- 
ernment intervention in economic life has been almost complete; 
and any underdeveloped nation without at least three commissions 
and half-a-dozen plans for economic development is “backward” 
indeed 


5 For a review of development plans, see, An International Survey of Pro- 


grams of Social Development, United Nations, Department of Economic 
Affairs, May 11, 1955. 








50 INTER-AMERICAN ECONOMIC AFFAIRS 


The Case for Freedom 

Let it be said immediately that the case for freedom does not 
rest on any absolute assurance that economic freedom will auto- 
matically produce the desired degree and form of economic develop- 
ment for each and every country of the world. In the first place, 
the free market mechanism can do nothing about irrevocable de- 
ficiencies in the natural resources needed for economic development. 
It could not transfer the continent of Antartica into an economic 
Eden. In other words, there are many parts of the world which 
are simply incapable of supporting a large population at a high- 
income level.° 


In the second place, the market mechanism, even when working 
perfectly, may fail to take into account certain costs and benefits 
of considerable importance to the individuals in the society. Thus, 
a free market would not necessarily lead to the development of 
private military and police forces adequate to maintain internal 
and external order. The traditional functions of government are 
generally associated with this inadequacy of the market mechanism. 


In the third place, the market mechanism is always something 
less than 100% efficient. It must operate through men and man- 
created institutions, and will reflect the imperfections in man him- 
self. At the same time the evidence is clear that given even a half- 
way appropriate institutional setting, the free market is capable of 
serving as powerful vehicle for economic progress. Canada, start- 
ing as a raw-material producing, colonial enterprise, has become one 
of the highest-income nations in the world under a basically free- 
market system and without any widespread government intervention 
in economic life.’ Argentina achieved its most significant economic 
progress in the years when it was functioning with a free market 
economy.® The examples of the United States and England are 
too well known to require comment. 


® This point is forcefully made in the United Nations Report, An Inter- 
national Survey of Programs for Social Development, op. cit. The authors 
of the survey suggest that underdeveloped countries too often set develop- 
ment standards and objectives which are unattainable. 

7 See, H.M.H.A. van der Valk, The Economic Future of Canada (McGraw- 
Hill, Toronto, 1954), especially Ch. I. 

® See Miron Burgin, “Argentina,” in S. E. Harris, Economic Problems of 
Latin America (McGraw-Hill, New York, 1944), pp. 225-242. 
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Now of course these examples prove nothing other than that 
economic progress is possible under a free market system; they do 
not prove that it is inevitable, or that it will work under any and 
all circumstances. At the same time these examples do exist, 
whereas history has yet to reveal the case of even one nation that 
has secured both economic progress and personal freedom through 
the technique of government economic planning and control. 

The case for economic freedom rests on the relative efficiency of 
the free market system as compared to a system of substantial gov 
ernment direction and control. Admittedly the typical underde- 
veloped country is deficient in many of the factors that make for 
a highly-efficient, competitive market system.’ It is this fact which 
has prompted so many economists to recommend substantial gov- 
ernment intervention in economic life as the proper technique for 
bringing economic development. But what these economists over- 
look is that most of these same deficiencies—widespread illiterary, 
inadequate mobility of labor, strong influence of custom, kinship 
relations, etc., primitive folkways—operate against the likelihood of 
the government performing in the necessary manner. In other 
words, if the environment of a particular underdeveloped country is 
not congenial to a highly efficient market economy, it may be even 
less congenial to a highly efficient system of government control. 

The United Nations report referred to before touches lightly on 
this topic, but then the experts proceed to ignore their own warn- 
ings. 

“The first thing that is demanded of governments is 
that they should be efficient and honest. This is hard to 
achieve in any country, and is particularly hard in some 
underdeveloped countries where skilled technicians and 


®From his brief contact with the Brazilian economy, the author has 


gained the impression that Brazil is a more congenial climate for an efficient 
private enterprise economy than most other underdeveloped countries. A 
critical factor is the quantity and quality of entrepreneurship available in the 
economy, and here Brazil seems to be unusually blessed. The author has 
been enormously impressed by the skill, the vision, the daring, the compe- 
titive vigor of the leaders of business and industry whom he has met here. 
He has also been impressed with the extent to which their creative talents 
are dissipated or frustrated by the network of government interventions in 
their activities. 
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administrators are scarce, and where traditions of honest 
administration are lacking.” *° 


Government in Latin America 


This admission by the United Nations experts is certainly sup- 
ported by the available evidence on government administration in 
the various countries of Latin America. Thus one observer de- 
scribes the tradition of Latin American government as “control for 
special privilege without even the saving grace of a professed 
idealism.” ** 


Another has written: 

“, . . government is the goal of every ambitious indi- 
vidual. Government employment is the refuge of every- 
one incapable of earning a living in any other fashion. It 
is far more profitable than agriculture or industry. Na- 
turally, there are in South America, as in every other 
country, eminent and honest statesmen who attempt, Can- 
utelike, to stem the tide of corruption, but generally with 
as little prospect of success as the Danish monarch faced 
by the English Channel. ... Graft is a habit rendered 
sacred by custom and success. State employment ensures 
political adherence, so economy on any big scale is impos- 
sibe.... Municipal, state and federal payrolls are crowded 
with names representing sinecures.” ** 


Mexico 

Specific evidence on the performance of a Latin American gov- 
ernment when it attempts a “rational” and complex program to 
promote economic development is to be found in Mosk, Industrial 
Revolution in Mexico. 


10 Measures for the Economic Development of Under-Developed Coun- 


tries, op. cit., p. 17. 

11 Isaak Bowman, Limits of Land Settlement (New York, 1937), p. 300, 
quoted in Simon G. Hanson, Economic Development in Latin America 
(Washington, Inter-American Affairs Press, 1951). p. 461. 

12 Rosita Forbes, Eight Republics in Search of a Future (Cassell and 
Company, London, 1933), p. 6. Quoted in Hanson, p. 462. 

183§. A. Mosk, Industrial Revolution in Mexico (University of California 
Press, Berkeley, 1950). 
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First, on a program of selective and rational protection for Mexi- 
can industries: 

“It is true that almost everyone pays lip service to the 
point of view that protection should be applied with dis- 
crimination, that it should be extended only to industries 

’ which are ‘economically justified.’ No public agency, how- 
ever, shows any inclination to determine which industries 
should or should not be given favorable treatment. It is 
difficult to imagine any public official in Mexico sugggest- 
ing the withdrawal of tariff protection from anything but 
the shakiest of the small industries established during the 
war years. Protectionism is more thoroughly entrenched in 
Mexico now than at any time in the past.”’ ** 


Next, on a program of channeling investment by declaring cet- 
tain industries to be “saturated” and thus not Open to new invest- 
ment: 


“There is absolutely no evidence that the government 
made careful studies of the structure of any of these indus- 
tries before acting to close them against new firms. To 
open the door again will not be easy because the estab- 
lished concerns will fight hard to maintain their privileged 
position.” ** 


In reviewing the government program for the cotton textile in- 
dustry, Mosk writes: “It must be concluded that the cotton indus- 
v- try has strong supporters in Mexican political circles.” *° 


to On a government-operated fertilizer producing company: 


"The same writer also criticizes Guanos y Fertilizantes 
for failing to provide guano in larger amounts and at more 
reasonable prices than those charged thus far. He finds 
the performance of Guanos y Fertilizantes to be disap- 
pointing in every way. After more than two years of oper- 
ine ation, Duran contends, Guanos y Fertilizantes has had no 
perceptible influence on Mexican agriculture, and he con- 


(N- 


nd 


14 [bid., p. 73. 
nia 15 [bid., p. 98. 
16 Ibid, p. 130. 
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cludes that through Guanos y Fertilizantes ‘the govern- 
ment is spending large sums of money to little advantage.’ 

We shall probably never know whether Duran’s apprais- 
sal of the early work of Guanos y Fertilizantes is correct. 
The fact is that the project is dear to the heart of the 
Mexican government, and the government has a large 
financial stake in it as well as a prestige investment. 
Guanos y Fertilizantes will be strengthened, not aban- 
doned.””*” 


On a government-encouraged project for the production of Kraft 
paper: 

“The Atenquique project, like that at Altos Hornos, 
will continue to command the support of the Mexican 
government, and for similar reasons. The government's 
prestige investment, as well as its financial stake in Aten- 
quique, is too great to allow an obvious failure, and the 
project will go on. It will be given whatever protection 
it seems to require from foreign competition.”* 


On a program of granting “temporary’ tax-exemption to new in- 
dustries: 

“The process of granting tax exemptions has tended 
to become cumulative. Pressures to extend the scope of 
the law by administrative decision are hard to resist. 

Vested interests have been created, and thus there has 
been a tendency to establish tax exemptions on a more per- 
manent basis than was originally intended. A generous atti- 
tude on renewals in the year 1946 shows a departure from 
the original policy of making temporary concession to help 

firms through the initial period of new investment.” *° 


On the land-reform program: 

“Most, if not all, students of Mexican agricultural ques- 
tions would also agree nowadays that a major shortcom- 
ing of agrarian reform has been the creating of holdings 
that are too small to support a family unit.” *° 


17 [bid., p. 153. 
18 [bid., p. 165. 
19 Tbid., p. 197. 
20 [bid., p. 212. 
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On the effect of “welfare” legislation: 


. . the Mexican Revolution has brought into opera- 
tion many social and economic experiments since 1911. 
Prominent among these have been agrarian reform, 
strong labor laws, social legislation, and the expropria- 
tion of foreign oil companies. Not only in their effects 
have these measures been far-reaching but some of them 
have been applied in a kaleidoscopic manner. They have 
helped to sustain the atmosphere of uncertainty created by 
the civil warfare. However laudable these measures may 
have been in themselves, it must be recognized that they 
have greatly affected the economic psychology of the Mexi- 
can people, in particular, of those persons whose incomes 
allow for savings. The practice of hoarding has been 
fostered.” * 


On the effect of the government-sponsored and strong trade- 
union movement: 

“A much more important reason, undoubtedly, has 
been the fear of labor disputes and of the encroachment 
of labor on the functions of management. We cannot 
go afield to examine the difficult question of what merit 
there is in this position. What matters is that it is widely 
held among those persons in Mexico who have capital to 
invest. It has unquestionably retarded industrial invest- 
ment.” * 


On the operation of the government lending agency, designed 
to promote economic development: 

(1) The financieras have failed to initiate industrial 
undertakings. They have done very little promotional 
and organizational work; 

(2) Lending has been a more important operation than 
investment. 

(3) They have emphasized short-term rather than long- 
term lending. 


21 [bid., pp. 228-9. 
22 Ibid., pp. 229-230. 
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(4) Their loans have financed commercial, often specu- 
lative transactions, instead of supplying circulating capital 
to firms engaged in the production of goods. 

(5) They have done very little to create a market for 
industrial securities among Mexican investors. 

(6) They have diverted central bank credit, ,intended 
to stimulate production, into commercial lending.” ** 


On the effects of the government-induced inflation: 

“It is clear from the preceding discussion that the 
mass of the Mexican population has suffered an economic 
worsening during the inflation which has plagued Mexico 
since 1941, to say nothing of the earlier inflationary de- 
velopment. Only a handful of persons has derived bene- 
fit from the inflationary spiral. No one has stated this 
more clearly or admitted it more candidly, than Minister 
of Finance Ramon Beteta. In his 1947 address to the 
Mexican bankers, already referred to, he reviewed the 
inflationary situation that had developed after 1941, and 
then concluded with the following remark: 


ace 


In summary, it can be concluded that the general pic- 
ture of the war years in Mexico was one of a business 
boom, which was reflected in the expansion of numerous 
fortunes and in the well-being and comfort of a relatively 
limited social group.’ 

“The rising price of foodstuffs has naturally been a 
special source of distress to the Mexican consumer. Off- 
cial statistics indicate that the wholesale price of goods 
rose 175 per cent from 1939 to 1948, while the wholesale 
price index for all commodities went up by a lesser amount 
(153 per cent). The index of food prices, however, fails 
to give an accurate picture of how much more the con- 
sumer has had to pay for food as inflation has advanced. 
There can be no question but that the index understates 
the true increase. During the war the Mexican govern- 
ment attempted to keep prices in hand by fixing maximum 





8 Ibid., pp. 253-254. 





ROLE OF GOVERNMENT 57 


prices for certain basic items and by setting up a yard- 
stick agency to retail food products at appropriate prices. 
Both measures were failures. The government stores were 
too few in number and too poorly stocked to be effective, 
while the other price regulations were violated openly. 
Black-market operations were dominant. Thus the actual 
prices paid by consumers were very much higher than the 
official prices. The price index, however, is based upon 
legal prices, and not upon the prices which really prevailed 
for most transactions.” ** 

This is but a small part of the evidence on the nature of gov- 
ernment economic action in Mexico. After himself presenting all 
of this evidence on the inefficiency of government action, Mosk then 
proposes to solve the problems by more government planning! 
“What is needed in Mexico at the present time is perhaps best de- 
scribed as economic planning.” ** In other words the fault is al- 
ways with the plans or the planners and not with planning itself; 
all that is needed is a new plan, a wiser plan, one prepared by ex- 
perts, and the future is assured. 


Brazil 


The author has spent but a brief time in Brazil and he hesitates 
to make any use of his very inadequate understanding of this coun- 
try. At the same time, just the reading of the daily newspapers 
has impressed him with the extent to which Brazilian experience 
argues against ambitious government intervention in economic life. 

Some of the evidence relates to the apparent inefficiency of gov- 
ernment-operated enterprise in Brazil, such as the government owned 
railroads, Brazilian Lloyd, etc. Some of the evidence relates to the 
almost daily reports of dishonesty on the part of public servants. 
But more significant is the evidence that, in undertaking an ambi- 
tious program of subsidies, price supports, and other interventions, 
the government has not been able to do an efficient job of operating 
those services which are essential to any country which wishes to 
encourage economic growth and which are rightly and traditionally 
a function of government 


24 Ibid., pp. 286-7. 
5 [bid., p. 307. 
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Thus, ‘‘Rio’s police chief told a director of the Commercial Asso- 
ciation last week that approximately 10,000 individuals sentenced to 
prison terms for thefts are in freedom owing to lack of space in 
prisons.” ** The salaries of policemen and police officials in most 
cities are apparently too low to attract the best candidates (although 
many good men are undoubtedly continuing to serve, even at a con- 
siderable financial sacrifice). The low salaries also make it diffi- 
cult for the average man to resist the temptations that always con- 
front policemen. 


Education is another area where government expenditures seem to 
be much too low if the goal of the country is a better-educated, more 
efficient, more productive citizenry. In 1950, some 57% of all 
Brazilians over the age of four could not read or write.” The long- 
run chances for economic development could certainly be improved 
by vigorous action to correct this deficiency. Illiterary reduces mo- 
bility, slows down the spread of improved techniques of production, 
makes for inefficient factory operation, etc. And yet this problem 
cannot be given adequate attention if available revenues are com- 
mitted to the operation of an expensive program of government 
subsidies and other interventions in economic life. 


Another area for government action is the road and highway 
system. All reports on problems of economic development in 
Brazil have stressed the obstacle imposed by an inadequate system 
of roads for truck transport. Newspaper reports indicate that as 
much as 25% of the foods produced in Brazil spoil before reaching 
market because of the inadequate road and transport system. Here 
is another vital activity of government that cannot be given ade- 
quate funds and attention if available revenues are directed to other, 
less-central purposes. 

In fact, revenues have been completely inadequate to cover the 
expenses of government, and the result has been recourse to the 
printing press. This in turn has contributed to inflation, and in- 
flation itself has made it more difficult for the government to carry 
out the traditional functions of government so important to creating 
a proper environment for economic development. 


26 Correio da Manha, June 25, 1955, p. 7. 
27 Annuario Estatistico do Brasil, 1954, p. 390. 
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0- Inflation also has had a serious effect on the public utilities, that 

‘Oo is precisely on those industries upon whose growth depends the rate 

in of economic development. As Yale Brozen has said: 

st “The industries operating under the greatest handicap 

sh in inflationary periods are those providing electricity, gas, 

n- public transportation, telephone communication, and 

h- water.. These are the regulated industries whose prices 

n- are governmentally controlled and whose return on invest- 
ment is restricted to levels varying from six to twelve per 

to cent in most countries. 

re If inflation is proceeding at the rate of fifteen to twenty 

ill per cent, those engaged in trading ventures find they can 

g earn fifteen to twenty per cent a year by just holding capi- 

ed tal in the form of commodity stocks. Regulated industries 

0- which can offer no more than twelve per cent are unable 

mn, to obtain capital since it can earn more in even the most 

‘m unproductive alternative uses. 

n- 


Not only do regulated industries suffer from a restricted 


= rate of return. They also suffer from a regulatory lag. 

Their costs are forced up by inflation, but their prices can- 

ay not be increased until permission is obtained from the regu- 

in latory body. In the interval, their earnings drop far be- 

-m, low even the poor level to which they are legally entitled. 
as slo Ron ok 

For these reasons, it is a common complaint in eco- 

= nomies undergoing inflation that the utilities are not 


doing an adequate job. The qualtiy of service is poor 
le- 
and there is usually a great shortage of service. Be- 


on cause the utility companies are not able to obtain capital, 

they cannot keep up with growth in demand. Because 
he they cannot even replace equipment with the deprecia- 
he tion funds available, since the price of equipment goes 
or to levels far beyond the original cost returned by depre- 
“y ciation, they must maintain old, wornout equipment in 
ing use and buy cheap, inferior apparatus when it becomes 


absolutely necessary to replace or add facilities. 


The poor service and shortage of facilities caused by 
restricted rates of return give rise to complaints that private 
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enterprise fails to provide the community with the services 
it needs. This is treated as an excuse by governments to 
begin the operation of state enterprises or to nationalize 
the utilities. This, then creates more insecurity for pri- 
vate enterprises and investment and further slows the 
progress of the economy and the rate of capital forma- 
tion.” ** 


In light of this analysis, it is interesting to observe that the 
Board of Brazilian Traction, Light and Power Co., Ltd., has re- 
cently announced that it will distribute no dividends on its com- 
mon stock at this time. While the high cost of dollars was an 
important factor in this decision, even this could be said to be 
associated with the inflation. Thus, at the same time that all 
observers agree on the importance of more electric power to 
Brazilian economic development, one of the most important com- 
panies producing and distributing power in Brazil is unable to pay 
a dividend on its common stock! It hardly seems likely that this 
will encourage the needed flow of capital into this critical industry. 


The pattern is clear: Over-ambitious government action in the 
economic sphere reduces the efficiency with which it carries out the 
necessary and traditional functions of government, and leads almost 
inevitably to government deficits and the associated inflation; infla- 
tion in turn adds to the difficulties of the agencies entrusted with 
carrying out the traditional functions of government and brings 
with it a whole host of other difficulties which reduce the possi- 
bility of economic progress. Thus the net effect of government 
planning and control for the purpose of promoting economic de- 
velopment is likely to be less rather than more economic develop- 
ment. 

Note: Throughout this section, the author has been referring to 
the governments of various countries in Latin America, particularly 
of Mexico and Brazil. It might be inferred from this that, in the 
author's opinion, the people who are a part of the governments of 
these countries are inherently less efficient, less intelligent and 


28 Yale Brozen, “Causes and Consequences of Inflation in Brazil,” Estudos 
de Economia Teorica e Aplicada (Escola de Sociologia e Politica de Sao 
Paulo) No. 9, Dezembro de 1954, Sao Paulo, pp. 49-50. 
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less honest than their counterparts in other parts of the world, 
such as the U. S. This inference would be wrong; on the con- 
trary, the author is convinced that efficiency and honesty in gov- 
ernment are not a function of race or country but rather a_ func- 
tion of the extent and nature of government action. Certainly, his 
own country, the United States, is not to be held up as an ex- 
ample of honesty and efficiency in government. On the contrary, 
evidences of dishonesty and inefficiency have been found in every 
government since the founding of the Republic.” Even England, 
that model of democratic, honest, and supposedly efficient govern- 
ment, has known its scandals and cases of gross inefficiency. 

There may be degrees of efficiency and honesty in public service 
but history shows that every government which has attempted im- 
portant interventions in economic life has been plagued by ineff- 
ciency and dishonesty. These unwanted manifestations are not re- 
lated to peoples, but to the circumstances which bring them about. 
To say that the government of a particular country is dishonest 
and inefficient is not to say that the people of that country are in- 
herently dishonest and inefficient. Rather it is to say that the 
government is undertaking functions which no government can serve 
in an efficient manner and which create many opportunities for per- 
sonal gain to government officials. 

Contrary to popular opinion in such cases, the solution does not 
lie in “throwing the rascals out’ and replacing them with ‘“‘honest”’ 
men. This is a temporary expedient at best, and the “reform’’ gov- 
ernment, if forced to function in the same capacities, soon comes 
to be in need of reform itself.. The solution lies in reducing the 
functions of government to a level that will permit them to be 
financed out of the available resources and that will permit the in- 
dividual citizen to serve as a ‘‘watchdog” of his and his country’s 
interests. This level may be slightly lower for an underdeveloped 
than for an advanced country, but the principle is the same in 
both cases. 

Nor does the solution to inefficiency in the broad, economic 
sense lie in a reform of public administration organization and 


2° See, for example, D. H. Stewart, “The Press and Political Corruptions 
During the Federalist Administrations,” Political Science Quarterly, Septem- 
ber 1952, pp. 426-447. 
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methods. It is important that a government be organized and 
staffed so as to permit efficient operation in the technical sense 
of carrying out the orders of the legislative and executive branches 
of government. But, as the British experience indicates, technical 
efficiency in this narrow sense does not assure efficiency in the broad 
economic sense, if the government undertakes far-reaching inter- 
ventions in economic life. 


The ill-fated African “ground-nuts’” venture of the British gov- 
ernment was probably administered with an efficiency that would 
satisfy the most demanding professor cf public administration. The 
fault was in the conception and not the administration of the 
scheme—a deficiency that is more or less inherent in government 
economic action. 


The Weaknesses of Government 


The reasons for the inefficiency (and frequent dishonesty) of 
government interventionist action lie in the very nature of that 
action. These weaknesses can be summarized under the headings 
of knowledge, motivation, and temptation. 

Knowledge: Most of the present-day plans for economic develop- 
ment assume, either explicitly or implicitly, that the government 
agencies will be possessed of an astonishing amount of information, 
both as to means and as to ends. In fact, the amounts and kinds 
of information needed for appropriate government action are not 
available even to the governments of those countries with excellent 
statistics-gathering services, let alone to the governments of most 
countries labelled as ‘‘underdeveloped.” Nor can the problem be 
solved by improving the efficiency of the statistical services. As 
F. A. Hayek has said: 


the ‘data’ from which the economic calculus 
starts are never for the whole society ‘given’ to a single 
mind which could work out the implications, and can 
never be so given. The peculiar character of the prob- 
lem of a rational economic order is determined precisely 
by the fact that the knowledge of the circumstances of 
which we must make use never exists in concentrated or 
integrated form, but solely as the dispersed bits of in- 
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complete and frequently contradictory knowledge which 
all the separate individuals possess.’’* 
The unique feature of the free market system is that it “plans” 
the use of resources without any one person or group needing to 


have knowledge of either the total process or of the goals that 
are to be served. 


It is particularly difficult for government action to be based on 
adequate knowledge of the “goals” of the individuals who make 
up the society—to know how much of a sacrifice of present con- 
sumption goods the people are willing to make to permit an in- 
creased production of capital goods, for example. For this reason, 
much “planned” economic development has been authoritarian in 


form (even in democratic societies), with the “‘goals’’ imposed 
from above. 


This may solve the problem of “goals,” but the choice of means 
still confronts the planners, and the evidence of history (current 
and past) on the efficiency of government planners in selecting the 
proper means is certainly not favorable to the cause of government 
planning. Even the most honest, intelligent, and dedicated public 
servant cannot make correct decisions when the decisions call for 
knowledge of all the complex ways in which phenomena are re- 
lated in economic life.** The market mechanism has a rough- 
and-ready way of reflecting these inter-relationships without any one 
person needing to know more than a fraction of the total knowl- 
edge involved, and this is its unique virtue. 

Motivation. The problem-of knowledge is the central problem 
confronting “planned” economic development. But even if this 
problem could be solved, ,there would still exist the problem of 
motivating the planners to put this knowledge to its best uses. In 
this area the underdeveloped countries are under a greater handicap 
than a country like England, with its tradition of a dedicated civil 





80 F, A. Hayek, “The Use of Knowledge in Society,” American Economic 
Review, September 1945, p. 519. The italics are my own. 

*1 The author does not share Celso Furtado’s optimistic belief that the 
new “input-output” techniques developed by W. Leontief will solve this 
problem of planning. See Celso Furtado, “A Técnica do Planejamento 
Econémico,” Revista de Ciéncias Ecénomicas, Ano, XI, Numero 70, Marco 
1954, pp. 3-14. 
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service. I stress the word, tradition, because the political and socio- 
logical traits that produce a “dedicated” civil service cannot be de- 
veloped in one night, or even in a few years. It is a long process, 
as the English experience indicates; experience in the United States 
would indicate that it is a process which may never take place! 
If the typical underdeveloped country devises economic plans on the 
assumption that it will soon be possessed of a dedicated civil service, 
it is destined to experience disillusionment and frustration. 


Temptation. To inadequate knowledge and inadequate motiva- 
tion must be added a third factor limiting the efficiency of govern- 
ment action in the economic sphere—the temptations that inevitably 
confront men who make decisions involving large amounts of money 
and who can expect little personal gain or loss from the conse- 
quences of their decisions. Consider the case of a civil servant mak- 
ing a few cents a month who is in a position to grant or deny an 
import license to a firm which stands to gain thousands of contos 
from an affirmative decision. If he yields to the natural tempta- 
tion to profit personally from his decision, his dishonesty is not a 
reflection on a system which creates greater temptations than the 
“average” person in any society will be able to resist for any length 
of time. 

A program of government planning requires of men a level of 
morality and personal integrity not likely to be attained by any 
people in the foreseeable future. The free market process is based 
on the mildly cynical (but eminently realistic) assumption that men 
are neither devils nor angels, and that the best way to protect 
against the frailties of mankind is to associate the power to make 
decisions directly to the gains or losses arising out of these decisions. 

To repeat, the failure of government action in the economic 
sphere are inherent in the very nature of that action, in the in- 
adequate knowledge and motivation of the decision-makers and in 
the powerful temptations to which they are exposed. 


Guides to Public Policy 


Now that this has been said, let it be said immediately that 
countries can no more dispense with government action than with 
fire or water or any of the other elements at once dangerous but 
essential. There exists in every country certain fundamental needs 
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which are best fulfilled through government action. These needs 
relate primarily to the traditional functions of governments, but they 
may involve extensions into new spheres of action related to the 
problems of economic development. 


In other words, the author of this paper does not adopt the 
categorical position of denying to government all activities that fall 
outside the traditional functions of government. His position is 
that decisions about the role of government should be approached 
on the assumption that government action is a very blunt instru- 
ment, and not the delicate scalpel wielded by an expert surgeon 
that it is assumed to be in the typical plans for economic develop- 
ment. This approach would undoubtedly lead to an adverse opin- 
ion on many of the activities now undertaken by the governments 
of the underdeveloped countries of the world,, but not necessarily 
on all such activities. 


Which activities should be continued and which should be dis- 
continued? This question cannot be answered in a general way; 
it can be answered only in relation to the unique problems confront- 
ing a particular country. And for a given country (say, Brazil), 
the answer should best come from the people of that country and 
not from a visiting “‘expert’”” who knows little of the country, its 
people and its economy.” 


The only specific advice that would seem to follow from the 
arguments presented here is that the people of an underdeveloped 
country should first ask their government to concentrate on the tra- 
ditional functions of government—to provide the police force, the 
legal system, the monetary system, the roads, the schools (to the 
extent that a public school system is desired), etc., so necessary to 
economic development. Only after these activities have been car- 
ried to a high level of efficiency, and only after the performance of 


32 An example of the pitfalls into which the visiting ‘expert’ can fall 
is to be found in the famous Report Submitted to the Brazilian Government 
by Sir Otto E. Niemeyer in 1931. As Normano indicates, “Niemeyer 
neglected the fact that each country has its particular problems based upon 
its special political economic and financial needs, customs and conditions, and 
he neglected the interrelation between the social structure and finance.” 
J. F. Normano, Economic Brazil (Chapel Hill, University of North Carolina 
Press, 1935), p. 209. 
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private enterprise has been studied in this context, should the people 
then decide what additional activities might be undertaken by their 
government. 


In the author’s opinion, this would represent a significant im- 
provement on the sequence of action in most Latin American 
countries. This sequence is described by Simon G. Hanson in his 
Economic Development in Latin America: 


“In 1950 the governments were accounting for more 
than one-fourth of the economic activity of the Latin 
American countries, but this did not measure adequately 
the influence of the governments. Government expendi- 
tures commonly run 15 to 25 per cent of the national in- 
comes of individual countries and were tending to advance 
more rapidly than national incomes. Long before they 
had fulfilled the ordinarily-accepted functions of govern- 
ment such as creation of elementary public health facili- 
ties, schools, flood control, water supply and the like, the 
governments were expanding steadily into the more con- 
troversial spheres of activity—steel mills, international avia- 
tion lines, petroleum exploration and exploitation, motion- 
picture production, chemical manufacturing.” ** 


If this sequence is reversed and if the peoples of Latin America 
come to look on government action as a very blunt instrument to be 
used only in the face of unqualified need, the hopes of these people 
for rapid economic development cum freedom may be realized in 
the remarkably near future. Most of the countries of Latin Amer- 
ica have already made significant progress since World War II, 
in spite of the handicaps often imposed by unwise and unnecessary 
government action. With more freedom and less planning, there 
woud be every reason to expect an accelerated rate of progress, and 
no longer would it need be said, “Our country must grow at night, 
while the politicians are asleep.” 


38 §. G. Hanson, op. cit., p. 456. 
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Economic Tribulations in the 
Caribbean: A Case Study in the 
British West Indies 


By David Lonenthal * 


“The future of industrialization,” predicted a scholar recently, of- 
fers little hope to the West Indies.” * Current developments in An- 
tigua, one of the smaller British West Indies, provide striking sup- 
port for this gloomy prophecy. The problems that arise—by turn 
farcical and tragic, petty and apparently insuperable—when indus- 
trialization is attempted in such an area, have been vividly portrayed 
in Antiguan official reports. 

The island of Antigua is a part of the Leeward Islands Colony, an 
outpost of the British Empire in the eastern Caribbean. The Colony 
also includes the British Virgin Islands, Montserrat, and St. Kitts- 
Nevis, the last-named famous as the birthplace of Alexander Hamil- 
ton. Though only some fourteen miles by eleven in size, Antigua 
is the largest and most populous of all these islands, and is the 
seat of the Federal Legislature and the residence of the governor. 

Antigua possesses considerable historic and natural interest. An 
English naval base for two centuries, it served as Lord Nelson’s 
headquarters as well as the scene of his marriage to Mrs. Nisbet. 
Nelson’s Dockyard, now deserted but admirably preserved by a local 
historical society, may still be seen, along with other mementoes of 
imperial glory, at English Harbour, an hour’s drive along dusty, sun- 


* Professor Lowenthal is chairman of the Department of Geography, 
Vassar College. 

1 Bruce Patterson, “Britain's Caribbean Colonies: Tragic, Doomed Lands?” 
International Journal, YX (1954), 34-40. See also W. A. Lewis, ‘The In- 
dustrialization of the British West Indies,” Caribbean Economic Review, II 
(1950), 1-61. 
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baked, pock-marked roads from the capital, St. John’s. According 
to the guide to English Harbour, Nelson found the life there ‘‘very 
irksome, and was driven nearly frantic by the mosquitoes, but he en- 
couraged his men to amuse themselves with music, theatricals, danc- 
ing, etc., and he performed his duty, which was to prevent smuggling 
among these islands, with great zeal.’ Mosquitoes are less persistent 
than in Nelson's time, but smuggling—chiefly from the neighboring 
French island of Guadeloupe—continues to harrass Antiguan of- 
ficials. 


Except for a cluster of mountains in the southwest, Antigua is 
all flat or gently rolling limestone country, covered with dreary mo- 
notonous wastes of brush and scrub in the north and east, and with 
great undulating tracts of sugar cane and sea-island cotton in the 
center. The bleached old wharves and dockyard buildings at English 
Harbour, the decayed and deserted Georgian plantation houses scat- 
tered over a lonely countryside, and the stillness of the land itself 
give Antigua a slow and mournful flavor of resignation that makes 
it utterly different from the colorful, vital, volcanic islands around 
it. “A queerly moving place, heavy with melancholy and the al- 
lusions of ancient fame,” wrote Patrick Leigh Fermor in The Travel- 
ler’s Tree; “everything in the island speaks of evanescence and the 
lapse of time.” * 


Antigua’s subdued charms, together with her magnificent beaches, 
superb climate, and considerable distance from more common and 
crowded resorts, have recently attracted to it a group of wealthy 
Americans who were willing to pay high for privacy. In 1948 they 
bought several square miles at the island’s eastern end and incorpo- 
rated themselves as the Mill Reef Club, Ltd. Proprietory member- 
ship, which is limited to ninety, costs $7,100, and entitled the mem- 
ber to build his own winter home on a section of the Club’s prop- 
erty. Surrounded by a barbed wire fence and guarded by native 
gatemen, the Mill Reef clubhouse boasts solar heating and other 
remarkable amenities. Despite great friction between the Antiguan 
Trades Union and the Mill Reef Club contractor, who regards the 
labor leaders as ‘‘men of such undesirable character that he cannot 





—_ (New York, 1950),205-8. 
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bring himself to do business with them,,”* the Club has been a 
bonanza for the island. 


English Harbour and the Mill Reef Club notwithstanding, An- 
tigua’s economy is far from flourishing, and her population of fifty 
thousand—49 out of 50 of them Negroes—are mostly poverty- 
stricken, ill-housed, ill-clothed, illiterate, and subject to several nu- 
tritional and other diseases. A small but devoted staff of medical 
and welfare officers has succeeded in all but eradicating malaria 
from the island, and housing projects are constantly being com- 
menced, but dysentery and dirt and open drains still prevail, and 
the overwhelming impression of the island’s dwellings is of a vast 
slum. This impression is borne out by fact; a recent survey showed 
that a quarter of the population live five or more to a room. “‘Hous- 
ing is disgraceful,” concluded planners a few years ago, “but can- 
not be improved from present resources.” * 


Antigua is particularly disaster-prone. Droughts and floods are 
frequent, hurricanes regularly buffet the island, and fire and earth- 
quake have more than once demolished St. John’s—most recently 
in 1950. But each time the people gather up all the debris and 
rebuild their trash houses and corrugated iron shacks. In 1953 An- 
tigua suffered a drought even more severe than usual, coupled with 
epidemics of measles, flu, and intestinal diseases. “The year 1953,” 
summed up the official Social Welfare report, “was one of those 
‘hard’ years which, for Antigua, appear to be the rule rather than 
the exception.” 


Antigua has been devoted to large-scale plantation agriculture 
since the seventeenth century, exporting sugar and molasses to Eng- 
land and America, and living off Canadian salt fish and flour in 
return. With the abolition of the slave trade in 1807 and the col- 
lapse of the sugar market owing to competition from beet sugar, 
Antiguans made strenuous efforts to find an alternative crop, but 
without success. Sugar remains the island’s principal product. 
Though efficiency has greatly increased and prices are bolstered by a 
Commonwealth Sugar Agreement, plantation owners reap nothing 





3 Report of the Board of Inquiry Appointed to Inquire into Disputes Dis- 
rupting Industrial Relations in Antigua in the Year 1951, p. 17. 
* Antigua Plan for Development and Welfare (1950), p. 16. 
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like the profits of their eighteenth-century forbears, and the total 
value of exports was higher a century and a half ago than it is 
today. Many planters, discouraged by falling sugar prices and by 
the unwillingness of the emancipated Negroes to remain on the 
plantations, have given up entirely. Their abandoned estates lie idle 
or are rented out to peasants from year to year. The landlord thus 
receives a small but regular income without risking capital,, the ten- 
ant a few acres on which to graze goats and raise provision crops. 
But without security of tenure he has no incentive to improve or 
even keep up the land, which has deteriorated along with the whole 
economy.° 


During World War II the United States made Antigua one of a 
series of Caribbean bases designed to protect approaches to the 
Panama Canal. Antiguans eagerly deserted the cane fields and pro- 
vision grounds to work for the Americans, who flooded the country 
with money. But in 1949 the Americans departed, leaving behind 
only an abandoned air field and vastly inflated prices. The tourist 
in Antigua still pays the penalty of having to deal with boatmen, 
taxi-drivers, hotel-keepers and others whose expectations are de- 
rived from experiences with generous American troops. But for 
the most part there is little American money to be had. Antiguans 
went back despondently to the sugar plantations, and the old slow 
pall descended on the land. 


Even when there is no drought and when sugar prices are high, 
there is work and money for most Antiguans only about half the 
year. A Cotton Experiment Station is endeavoring to end this en- 
forced idleness by increasing the acreage of cotton, to be worked 
during the slack season, but seasonal unemployment is still chronic. 
Moreover, the population is increasingly rapidly. Most Antiguan 
women, married or not, have children early and often. 

With all these difficulties to contend against, and a legacy of irre- 
sponsibility from the days of slavery that makes sustained positive 
action most difficult, it is hardly surprising that Antiguans often 
impress visitors as aggrieved, irritable, and sullen. The island has 





5 See R. E. Crist, “Changing Cultural Landscapes in Antigua,” American 
Journal of Economics and Sociology, XIII (1954), 225-232; John P. Augel- 
li, “Patterns and Problems of Land Tenure in the Lesser Antilles: Antigua, 
B. W. I.,” Economic Geography, XXITX (1953), 362-367. 
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the reputation of being the most unhappy in the Lesser Antilles, 
and it is far and away the least popular with the government ofh- 
cials, both British and creole, who serve in the area. The atmos- 
phere is consistently depressing: physically somber and silent, so- 
cially morose and lethargic. 

Although home industries have long been desired,° until recently 
Antigua made little effort to add to its income by promoting them. 
A 1950 development plan entertained “vague hopes” from in- 
creased tourism, but had to allocate most available funds to erase 
deficits incurred by island utilities and ‘to supply some of the de- 
ficiencies in social services which are elsewhere regarded as essen- 
tial.” “No money remained for such pressing needs as a food-process- 
ing and refrigeration plant, a cotton ginning plant, fishery develop- 
ment, and road reconstruction; the planners hoped that “some more 
favourable turn in the wheel of fortune” might eventually produce 
these things. 

The island’s main industry—sugar—gives little indication of a 
progressive or dynamic spirit on the part of either labor or manage- 
ment. Work in the cane fields is distasteful for the great majority 
of Antiguans; few will engage to labor more than three days a week, 
and for certain jobs the estate managers can sometimes find no 
workers at all. On the other hand, rates of pay and other work- 
ing conditions leave much to be desired. Employers exercise a des- 
potic paternalism. And according to a 1951 Board of Inquiry 
report, the monopolization of the sugar industry by one firm, the 
Antigua Sugar Factory, Ltd., “acts as an irritant to industrial rela- 
tions, and is a contributing cause of labour unrest.” ° 

With labor convinced that industry meant to destroy its union 
and return workers to slavery,, and management certain that labor 
intended to nationalize or ruin the sugar industry, the smoldering 
feud finally erupted into open war in 1951. Crippling strikes and 
work stoppages engulfed practically every concern on the island. 
The Union was so hostile to the Federal Labour Commissioner that 





® See Report of the Agricultural Policy Committee of Antigua 1944, p. 47. 
* Antigua Plan for Development and Welfare, pp. 16, 25. 
® Simon Rottenberg, “Income and Leisure in an Underdeveloped Econ- 
omy,” Journal of Political Economy, LX (1952), 95-101. 
® Rept. of the Board of Inquiry ... 1951, p. 21. 
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he could not arbitrate. (Unable to discover why the Commissioner 
was persona non grata to the Union, the Board of Inquiry thought 
it was “perhaps a case of ‘I do not love thee, Doctor Fell, The rea- 
son why I cannot tell; But this alone I know full well, I do not love 
thee, Doctor Fell.’ If that is the position it is an unfortunate one.’’) 
But the Board feared that ‘under present conditions in Antigua even 
an industrial Solomon might prove unsatisfactory.” Although peace 
was restored by the end of the year, no real reform accompanied it, 
and both sides remained resentful and suspicious. 

Even apart from the immediate disputes, the Board of Inquiry 
evidently considered the gulf between labor and management un- 
bridgeable. With monumental pessimism, it dismissed the idea that 
tension might be eased by “education of the people to think for 
themselves” as “too indefinite a suggestion and can hardly be re- 
garded as practicable.” 

Under such circumstances of distrust and despair, and in the ab- 
sence of adequate human as well as natural resources, it would 
be hard to predict success for any effort to diversify Antigua’s econ- 
omy. Nevertheless, in 1952 a group of leading citizens organized 
an Industrial Development Board to promote new ventures to in- 
crease Antiguan productivity. According to the Board’s secretary, 
who retired from business in British Columbia to enjoy the sunnier 
climate of the Caribbean, a number of projects are afoot which 
might bring a measure of prosperity to Antigua. The table of con- 
tents of The First Annual Report of the Industrial Development 
Board of Antigua, B. W. 1. (31st December, 1953) reveals concern 
for every aspect of the island’s economic welfare. Sandwiched be- 
tween a general review of the Board’s work and an auditor's report 
are discussions of the following projects: Arrowroot Starch, Brew- 
ing, Brickmaking, Bonemeal, Confectionary, Cornmeal, Cotton Gin- 
ning, Earth Building Blocks, Fish Storage, Garment Factory, Meat 
Processing Mining, Oil Extraction and Refining, Pottery, Paint, 
Printing, Resort Development, Saltmaking, Sea Weed, Shoemaking, 
Sweet Potato Products, Tanning, and Tobaco. Such a diversity of 
schemes bespeaks an attitude of confident optimism. 

A closer scrutiny of the report—written with great insight and 
wit—treveals considerable optimism but little if any confidence. The 
Arrowroot Starch project, through which the Board hopes to relieve 
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the distressed mountain region of Antigua, is a case in point. The 
arrowroot industry of the world is almost completely monopolized 
by St. Vincent, a fertile volcanic island some 160 miles south of 
Antigua, and also British; Vincentians get a good price for arrowroot 
starch from Morningstar, Nichols, & Co., in New York, who mar- 
ket the entire output for use in biscuits, baby food, and invalid 
diets—arrowroot being highly digestible. Careful investigation of 
soils, markets, and costs convinced the Board that arrowroot could 
be profitable in Antigua, too. Nevertheless, it has moved cautiously. 
The Board will not request a government loan for development 
“until it has been established, beyond all doubt,, that the somewhat 
large amount of water necessary for the industry can be obtained.” 
Well-drilling equipment hired from Trinidad to test water sup- 
plies “has just arrived in Antigua. Further action by the Board 
must stand in abeyance until results are known.” 


The same firm caution is applied with respect to other projects. 
Possibilities are noted, moral encouragement is extended,, but more 
time is required. So it is with the Garment factory (‘‘negotiations 
are at present being carried on’’), Oil Extracting and Refining (‘‘it is 
expected that the factory will be ready for operation before the end 
of this year’), Mining (‘work on this project has been proceed- 
ing”), Resort Development (“great possibilities can be seen [but]} 
this project does not come within the terms of reference of the 
Board although it has been given their support in principle”), To- 
bacco (“it is planned eventually to build a proper curing barn’), 
and Earth Building Blocks (‘samples of soil are to be sent to Eng- 
land to test their suitability for processing). Often further investi- 
gation causes the Board to discard a project. With respect to 
Brickmaking, for example, the Board observed that Antigua has 
“vast” amounts of excellent clay, but ‘fuel is the problem not as yet 
entirely solved.” The Board canvassed the possibilities: 

Importation of oil for kiln firing is not a hopeful idea if it is 
expected to produce a building material less expensive than 
those now available. If an attempt should be made to use 
wood, the island’s supply would be insufficient for any worth- 
while production of bricks and exhaustion of the domestic 
fuel supply would certainly result. There remains the pros- 
pect of using bagasse from the Sugar Factory. This has 
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authoritatively been declared possible but, although exhaustive 
inquiries have been made, no precedent has been found for such 
use of bagasse. 


And so support is withheld: “The Board’s work from this point 
must be entirely exploratory . . . the venture must be seen as well 
worth the expense involved in practical experiments.” 

Another example of the Board’s restraint can be seen in the 
complete report on Brewing: 

There is reason to suppose that a small brewery might profit- 
ably be established in Antigua. As a result of some corres- 
pondence and negotiations on the subject the industry was 
declared “Pioneer” by Governor in Council. However noth- 
ing more definite can be stated on this project at present. 


And the Fish Storage project seemed even more dubious: 

A request from Mr. W. Prentiss * that the Board should 
support his application that pioneer status be granted for his 
proposed industry for cold storage of fish was considered. The 
Board recommended that some concessions be granted, al- 
though it could not be seen that the industry would qualify 
in all respects for pioneer status. 


The Board is evidently composed of men of mature judgment, 
who are not to be tricked into supporting any scheme that comes 
along. It is not for them to hazard the slim resources of the col- 
ony on untried notions that may well prove to be follies. But 
perhaps their caution is a little excessive. After all, nothing ven- 
ture, nothing gain. There must be some ideas that would merit 
a little flyer. Surely in such a long and varied list of projects there 
are some that have begun to bear fruit. 


And so there have been. But the fruit is of strange quality; 
perusal of a few case histories soon accounts for the jaundiced 
eye with which the Board greets many new proposals. Take, for 
example, the saga of Shoemaking in Antigua: 

Several persons on the island are engaged in making shoes 
by hand and it is possible that this craft may be developed to 
give profitable employment to a few persons. With factory 





* True names are substituted for. 
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made products to compete against it is necessary for the hand 
made articles to have some very special features to commend 
it—strength, unusual design, or price. During Christmas 
Week ladies’ shoes made by Mr. Jonathan Pratt at the Tan- 
nery in which government is interested, were offered for sale 
in the Board’s office without any success. It is understood that 
Mr. Pratt sold all these shoes later at greatly reduced prices. 
It is possible that they had the merit of strength but it was 
cancelled by untidy finish. 


No criticism here; merely kindly, objective reporting. But the 
Board is not through with Mr. Pratt; he arises again to vex it in 
connection with Tanning: 
The small tannery located at the point, which was built by 
the late Mr. Simmons with financial assistance from Govern- 
ment, is now being operated by Mr. Jonathan Pratt. 


Although leather of satisfactory quality is being produced 
the business is unlikely to expand to worthwhile proportions 
unless it can be better equipped and financed. It also appears 
necessary that Mr. Pratt should receive proper instructions in 
operation and administration of this trade. 


Here the Board's annoyance with Mr. Pratt is firmly expressed But 
the best is still hoped for: “The Board is actively concerned with 
the improvement of this industry and an attempt is being made to 
overcome the shortcomings mentioned.” 


Projects are never pre-judged; but after experiences like these it 
is best to reserve judgment of competence, as in the case of Con- 
fectionery: 

With some financial assistance from the Board a small con- 
fectionery factory has been established by Mr. F. A. Patterson. 
Results are possibly as good as can be expected. About 200 
pounds of sugar are currently being manufactured per week. 
Whether or not the enterprise expands to worthwhile propor- 
tions will depend on the ability of its promoter. 


One could ask for nothing fairer than this. But the Board some- 
times takes a more positive role, giving encouragement and advice, 
as in the case of Sweet Potato Products: 
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Mr. C. §. Coleman who operates a bakery in Church Street 
placed before the Board a number of products which he had 
derived from mangos. While Mr. Coleman’s skill and re- 
sourcefulness was greatly admired, the view was taken that his 
energies would be more profitably employed in examining the 
potential value of derivatives of the sweet potato. Mr. Cole- 
man agreed with this view and went to work accordingly. With 
adaptations and inventions he has brought a small plant into 
operation in which the potato is transformed into substances 
which have definite market value. Mr. Coleman finds a steady 
demand for brown bread made with potato flour and his short 
bread cookies have become very popular on the island. Mr. 
Coleman is making inquiries which may lead to the installa- 
tion of more efficient machinery for his enterprise. 


Not all the men in whom the Board has taken an interest, how- 
ever, have succeeded as well as Mr. Coleman. Of all the ventures 
promoted by the Board, that with the most chequered history is 
the Pottery Industry: 


For many years before the Board's formation the possibility 
of developing the pottery industry in Antigua has been a sub- 
ject of hopeful speculation. The promotion of crude peasant 
pottery has been carried on in the Sea View Farm area for a 
very long time. The clays available showed considerable prom- 
ise and Government became interested in future prospects for 
the trade. 


So far, so good. The next step is education: 


In 1951 a young man, Arthur Francis, was sent to England 
on scholarship offered by the British Council to study pottery. 
He returned after a year with a degree of knowledge and skill 
which could not possibly be used in, or for the improvement 
of the existing island industry. 


This is certainly a sorry state of affairs, though it is not clear ex- 
actly what is wrong. Was Mr. Francis inadequately trained, or 
had he experienced too much in England to be satisfied with the 
“crude peasant pottery” of Antigua? Nevertheless the Board perse- 
vered: 
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With this promising young student and a Government ap- 
propriation of 150 pounds the Board endeavoured to take some 
steps which might eventually lead to the establishment of an 
improved pottery industry on the island. An ancient wood 
fired kiln was repaired and, with the advice and assistance of 
the Government Geologist, many samples of clay were se- 
cured and crudely test fired. A satisfactory future could be 
seen for the project but impossible to attain without more 
highly skilled help and proper finance for investigation. 


At this point unexpected help reached the industry in the form 
of craftsmen from the home country: 

In December 1952 Mr. and Mrs. P. R. Atherton arrived on 
the island with the intention, if possible, of starting a pottery 
works. They both had British diplomas in the craft so if 
their services could be obtained for the advancement of the 
Board’s aspirations considerable advantage might be gained. 
They entered the Board’s employ. 


The whole project now begins to take on a different flavor; with 
real experts even pottery acquires a certain éclat, and the Board 
demonstrated its confidence with assistance far more substantial than 
it had rendered Mr. Francis: 
A suitable building was secured at the former U. S. Base and 
a start was made to scientifically advance the project. An oil 
fired kiln was imported from Puerto Rico and makeshift equip- 
ment was installed in order to get into demonstration produc- 
tion as soon as possible. 


From this point on the picture is one of ever-increasing progress: 
By August of last year the articles being produced were suf- 
ficiently convincing to justify an application being made for a 
grant from C. D. & W. [Colonial Development & Welfare} for 
further exploration work. This was secured in the amount 
of $8,000. 
However consistent, progress has been anything but rapid: 
Although anticipated standards have not yet been reached,, 
the factory is now producing marketable ware and there is 
reason to hope that the industry is well on the way to becom- 
ing self supporting. 
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This shows great sympathy with the pottters, but the Board ap- 
pears more hopeful than confident. And the final sentence strips 
the remaining gilt from the picture: 
Certain machinery ordered from England in September last 
has not yet arrived. 


It is hardly surprising, after so long succoring the half-baked 
pottery industry, that the Board should try to aid some already es- 
tablished product, such as Paint: 


Paint is being manufactured locally by an association known 
as the United Caribbean American and African Producer Con- 
sumer of Antigua. A substance mined on the island is used as 
a filler. The actual process is known only to the proprietors 
although the Board has sent samples of their raw material to 
the Imperial Institute for examination and an expression of 
opinion. A reply has not yet been received. 


Here the Board meets rejection and mystery. But it concludes, 
somewhat enigmatically: “It is possible that this Company will 
seek financial assistance from the Board.” One wonders whether 
this remark is meant to be hopeful or sardonic. In any event, it 
seems an unlikely eventuality. Nor is the refusal of the United 
Caribbean American and African Producer Consumer of Antigua to 
share its secret with the Board entirely unreasonable in view of the 
fate of other aided island entrepreneurs. 


The most serious affront the Board received came from its Corn- 
meal enterprise: 

The Government owned cornmeal factory on Newgate Street 
was made the responsibility of the Board in 1952. Before it 
could be hoped to produce a meal acceptable to the local trade 
the installation of more machinery and the engagement of a 
competent operator appeared essential. 


Here we have an unwanted item which has been produced for ages 
in a haphazard fashion; but the Board is going to do something 
about this: 
Mr. Joel Richards, a West Indian of many years American 
experience and claiming intimate knowledge of the Cornmeal 
industry applied to lease the factory. With agreement pro- 
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viding for the installation of the required equipment and for 
the eventual production of a good quality degermed meal, the 
lease was granted as from January 1953. 


Sarcasm is already evident: “claiming intimate knowledge,” in- 
deed! Now the situation rapidly deteriorates: 

Drought conditions through the past year prevented the 
planting of corn until recent months. This undoubtedly great- 
ly discouraged Mr. Richards who also claimed to have en- 
countered a number of other setbacks. His attitude towards 
the Board was most unsatisfactory, insisting that he was well 
able to finance and carry out his undertakings. He would not 
discuss the possibility of receiving any financial assistance. 

This must have come as a shock to the Board. Matters went from 
bad to worse, and Mr. Richards finally could take no more of 
either paternalism or Antigua: 

In December he left the island, removing such equipment as 
he had brought in. He left Mr. Clarence Peck with power 
of attorney to act on his behalf during his stated (sic!) tem- 
porary absence from Antigua. 

“The situation,” the report concludes manfully, “is in the forefront 
of the Board’s consideration.” 

After such a miscarriage of trust and confidence, ,the Board could 
hardly be expected to greet cheerfully any new scheme for indus- 
trial development. One can understand the mixed feelings in the 
Board’s report damning the Seaweed project, which is here given in 
full: 

Sea weed of commercial value is in the coastal water of 
these islands. As a ‘“‘fill-in” operation it might prove worth- 
while harvesting by persons with time on their hands. Inves- 
tigation of export markets offers no hope for it to be de- 
veloped as an industry which could pay reasonable wages. 
The unique qualities of industrial development in Antigua are 

not ignored even in the Auditor’s Report. The Pottery Industry is 
again afficted: 

The proceeds of all sales of Pottery mentioned on the re- 
ceipts which were produced were correctly brought to ac- 
count. One receipt book issued to that industry is however 
reported to have been lost at sea and as, due to the experi- 
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mental nature of the Industry, items manufactured were not 
taken on charge until they left the pottery, I am unable to 
satisfy myself that further sales had not taken place at the 
pottery or that further manufactured items or stores were not 
on charge at 31st December, 1953. 
The auditor regrets, but neither condones nor blames. With the 
Cotton Industry, however, he is less lenient and more abrupt: 


A list of spare parts and stores on hand at the end of the 
cotton crop has been produced to support the Asset—Stores 
and Spares, Cotton Ginnery, but I have not yet seen any store 
records to support this statement and to prove that other stores 
and spares were not or should not have been, on charge at 
the 31st December, 1953. 


The Industrial Development Board and Antiguans at large clear- 
ly inhabit separate worlds, between which contact is tenuous and 
intermittent. The report reflects suspicion, bewilderment, and a 
a troubled awareness of the unreality of rational economics in the 
local scene. Its measured, polished paragraphs appear so incon- 
gruous precisely because between the lines one glimpses always that 
other Antillean world—unstable, corrupt, enduring. English val- 
ues are even more remote from Antigua than English landscapes. 


As a microscopic example of efforts to cope with the problems 
of an underdeveloped area, the Antigua Report offers a variety of 
possible lessons. Above all, the fashionable panacea of industrial- 
ization appears pathetically misplaced here. Antigua today receives 
grants-in-aid of half a million dollars a year from Colonial De- 
velopment and Welfare. The bulk of it is sensibly devoted to slum 
clearance and agriculture, health and sanitation. Unable to create 
its own markets, this tiny island is isolated from any potential cus- 
tomers for manufactured goods. Barring a miracle, sugar and 
cotton must remain its mainstays, and enlightened imperial paternal- 
ism its best destiny. 


What prospects can be expected from these? “Roses do not grow 
on thorns, nor figs on thistles,” wrote the historian James Anthony 
Froude in 1889, after a tour of the West Indies. Once the out- 
standing encomiast of British colonialism, Froude’s travels left him 
utterly disillusioned. “A healthy human civilization was not per- 
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haps to be looked for in countries which have been alternately the 
prey of avarice, ambition, and sentimentalism,” he concluded sor- 
rowfully.*° There has been little change in Antigua since Froude 
visited it. Sentimentalism and neglect have been followed by 
gloomy reports and tentative experiments. But nothing can miti- 
gate the basic circumstance succinctly stated by Mary Proudfoot, 
that ‘this area is undeveloped and backward primarily because it 
neither produces nor, as far as can be forseen, will ever produce, 
anything that the rest of the world cannot obtain more cheaply 
elsewhere.” 


The Antiguans are “a thoroughly beaten people,” reported Rex- 
ford Guy Tugwell, then Governor of Puerto Rico, who visited the 
British island in 1944. Tugwell found Antigua hopeless, ‘‘a back- 
water which had some importance a century ago, but none since.” * 
The marks of decay are everywhere: in the faces of the people; in 
the rotting wharves of the harbor; in the dusty streets of St. John’s, 
so sad and woebegone,” wrote Charles Waterton more than a cen- 
tury ago, “that they would afford congenial promenade to the man 
who is about to take his last leave of surrounding worldly misery 
before he hangs himself.” ** Also decayed are the deserted rural 
churches of the island, standing half-wrecked amid the tangled vege- 
tation of their graveyards, with bits of organs and relics of pews 
bleaching in the sun, dessicated skeletons of hope and prayer. Nor 
are all these ruins ancient; St. George’s Church near Parham, for 
example, which is as riddled and bare as the docks at English Har- 
bour, its steeples all awry and its arched windows curtained with 
the swaying roots of trees growing out of the roof, was flourish- 
ing as recently as 1948. 


What is most frightening in Antigua is not so much the speed 
with which all material things decay, but that they cease to matter 
to anyone while they are still whole. Physical erosion is over- 
matched by the crumbling of resolution among those who inhabit 
this devastated landscape. 


10 The English in the West Indies (London, 1888), p. 349. 

11 Britain and the U.S. A. in the Caribbean (London, 1954), 254. 
12 The Stricken Land (New York, 1947). 

18 Wanderings in South America (London, 1891), 311. 








Fishery Troubles in Inter-American 


Relations 
By J. Fred Rippy* 


Both the fishermen and the Government of the United States 
have been disturbed by fishery troubles for more than half a decade. 
The subject has attracted surprisingly little public attention,’ but a 
rather serious problem has arisen in inter-American relations, and it 
remains unsolved. 


The problem centers on tuna fish—yellow fin and skipjack—and 
the small fish used as tuna bait, but whale and other species are 
involved to some extent. The International Law Commission of the 
United Nations has been investigating the subject since 1951 and the 
General Assembly of that organization is scheduled to give it serious 
consideration in 1956-1957. The problem was before the Organiza- 
tion of the American States on at least one occasion; and the State 
Department of the United States has been engaged in fishery nego- 
tiations with most of the eleven Pacific-Coast countries of Latin 
America since 1949 without satisfactory results. 


The tuna industry of the United States, which has grown rapidly 
since 1946, is owned mainly by residents of California, Oregon, and 
Washington. Their investment is reported to aggregate some $125 
million, including the capital in processing and canning as well as 
in fishing. The fishermen of these three states have been selling 
their annual catch of tuna for approximately $50 million in recent 





* Dr. Rippy is Professor of History at University of Chicago. 

1The New York Times has occasionally mentioned the problem. The 
newspapers of California have naturally given it more space. Hispanic 
American Report, published by Stanford University, has followed the contro- 
versy rather consistently since early 1951. The appropriations committees 
of the House and Senate have wrestled with it for five years. But no public 
agitation has occurred in this country except on the Pacific Coast. 
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years. The annual wholesale value of the processed and canned 
tuna is reckoned at some $113 million. Taxes paid by the industry 
and the consumers of its products are said to exceed $52 million per 
annum. 


Numerous schools of yellowfin and skipjack tuna inhabit the 
eastern Pacific Ocean from the Southern boundary of California to 
Peru, and roam in an area extending from three hundred to five 
hundred miles from the shorelines. The waters surrounding the 
Galapagos Islands, a possession of Ecuador, provide one of their 
favorite haunts. 


The tuna fleet of the United States is composed largely of clip- 
pers, but a good many other vessels, most of them small, are also 
engaged in the industry. The fishermen number from four thou- 
sand to some ten thousand, depending upon the season. The proc- 
essing and canning industry employs another eight thousand. The 
business is organized in a score of companies, associations, and 
unions, the majority of them in southern California. Among the 
California organizations are: The French Sardine Company, Cali- 
fornia Canners’ Association, the Tuna Research Foundation, the 
High Seas Tuna Packing Company, the American Tunaboat Asso- 
ciation, the Fishermen’s Cooperative Association, the Seine and Line 
Fishermen’s Union, the Cannery Workers’ Union and Fishermen’s 
Union, and the Union of Clipper Engineers. Among the organiza- 
tions in the other states are the Trans-Pacific Shipping and Pack- 
ing Company and the Arctic Maid Company, both in Seattle, Wash- 
ington, and the Columbia River Salmon and Tuna Packers’ Associa- 
tion of Astoria, Oregon. 


The tuna clippers lure the fish by means of live bait—ancho- 
vetta, mackerel, and other small species—and bring them in with 
large hooks attached by strong lines to short, stout poles. Other 
boats use nets and seines to capture the tuna, and nets and seines 
are the main equipment employed in fishing for bait. The tuna are 
large fish, weighing from 35 to more than 85 pounds, and are sel- 
dom found near the shore. But the habitats of the small bait fish 
are almost entirely within the familiar three-mile limit. 


Since the bait fish are taken from the generally acknowledged 
territorial waters of the Latin-American countries, permits to catch 


ned 
stry 


per 


the 
a to 
five 
the 
heir 


clip- 
also 
hou- 
»rOC- 
The 
and 
- the 
Cali- 

the 
\sso- 
Line 
nen’s 
niza- 
Pack- 
Jash- 
Ocia- 


ncho- 
with 
Ither 
eines 
a are 
e sel- 
t fish 


od ged 
catch 


FISHERY TROUBLES 85 


them are obtained from the various governments, which are paid 
from two to three million dollars annually for the privilege. If 
none of these governments laid claim to jurisdiction over waters 
beyond the three-mile limit, no licenses and no fees would be re- 
quired to engage in tuna fishing because the tuna seldom leave the 
waters customarily defined as a part of the high seas. But several 
of the Latin-American governments have attempted to assert their 
sovereignty far out from their shores—Honduras, El Salvador, Costa 
Rica, Ecuador, Peru, Chile, and probably some others have claimed 
dominion for a distance of two hundred nautical miles—so that fish- 
ermen from the Pacific Coast of the United States have had to en- 
counter these governments in fishing for tuna as well as in fishing 
for bait. 


Edward B. Wilber, budget officer of the United States Depart- 
ment of State, summarized the problem as follows on February 25, 
1952: ? 

The Latin-American countries do not at present participate 
in the tuna fishing except to a very limited extent, but they hope 
to do so in the future. They see the rapidly increasing United 
States tuna fleet harvesting large quantities of this natural re- 
source which lies at their doorsteps and they fear the Ameri- 
cans are depleting the stocks, leaving little for the future. 
They also fear that the tuna-bait stocks, which lie in their 
territorial waters, are being depleted by the United States 
Geet... . 


These fears of the Latin-American countries have led certain 
of them to make conditions increasingly difficult for our tuna 
fleet-—by extending the limits of territorial-water claims; by 
seizing our fishing vessels for alleged territorial violations; by 
enacting onerous regulations for bait fishing. 

Costa Rica and Peru appear to have been the earliest of the group 
to become alarmed. The bait fish disappeared from Costa Rica’s 
Nicoya Bay late in 1947 and the government of that country, at- 
tributing their disappearance to the unrestrained activities of fisher- 
men from the United States, refused to accept the explanation offered 





2 Senate Committee on Appropriations, 82 Cong., 2 Sess., Hearings (Febru- 
ary-March, 1952): ‘State Department Appropriation for 1953,” pp. 340-341. 
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by these fishermen to the effect that the extinction of the fish re- 
sulted from sudden appearance in Costa Rican coastal waters of a 
“red tide” of tiny poisonous animals which are greedily swallowed 
by fish and which caused speedy death of all the fish in the vicinity. 
Although Peru had proclaimed its control over waters extending out 
200 miles from its shores as early as 1947, the Lima Government 
remained fairly calm until early in 1952, when the tuna schools 
failed to appear within ten or fifteen miles of the coast as in former 
years. Contending that a host of American tuna-boats had depleted 
the stocks a few months before, Peruvian politicians complained bit- 
terly, and they were further agitated by the attempts of the American 
tuna industry to obtain a tariff on fresh and frozen tuna and bonito 
imported from Peru and other foreign countries. 

Although the United States Senate refused to approve the tariff 
bill passed by the House and the Tariff Commission also refused 
later to recommend such a levy, tension tended to increase. In a 
letter to Senator Pat McCarran dated March 12, 1952, Donald P. 
Loker of the French Sardine Company declared: “These countries 
are .. . eager to obtain larger earnings from the operations of our 
fleet, larger earnings in fact than we can afford to pay and stay 
in business.” * Appearing before the Senate Committee on Appro- 
priations on June 10, 1952, and speaking for the entire California 
industry, Loker observed further: ‘“We have a problem with Ecua- 
dor, with Colombia, with Peru, with Honduras, with Costa Rica, and 
there are ten Latin-American countries that we have a definite prob- 
lem with.” * Writing to Senator Styles Bridges on May 1, 1953, 
Edward W. Allen, a Seattle lawyer representing the tuna interests, 
lamented the apparently unfriendly attitude of the Latin-American 
countries. ”I have been thoroughly convinced,” he declared, “that 
the millions of dollars which we have spent in Central and South 
America . . . have been almost a total waste.”’° Grants to Latin 
nations bordering on the Pacific Ocean during the period from July 1, 
1945, through the year 1954, for technical assistance and other pur- 
poses, including the Inter-American Highway, amounted to some 


8 Ibid., p. 342. 

* Ibid, p. 1181. 

5 Senate Committee on Appropriations, 83 Cong., 1 Sess., Hearings 
(March--May, 1953): ‘State Department Appropriation for 1954,” p. 1637. 
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$200 million; cheap loans and credits extended by the Export-Import 
Bank and other official agencies and actually utilized by these coun- 
tries totaled more than $354.6 millions;*® and the fishery dispute 
might indeed nullify whatever sentiments of cordiality this benevol- 
ence may have fostered. 

El Salvador probably expressed the view of most of the nations 
of Latin America’s Pacific Coast regarding the subject of control of 
adjacent seas in statement of December 20, 1954, made to the Law 
Commission of the United Nations, in which she declared: “The 
sovereignty of El Salvador extends to 200 miles of territorial waters 
and the corresponding territorial shelf, and it is wholly unacceptable 
for this country that in any international convention relating to the 
territorial sea, principles should be adopted which conflict with its 
political rights.” * Already, at the Tenth International American 
Conference which met at Caracas, Venezuela, in March, 1954, the 
Government of Ecuador had presented a document that set forth 
its views and perhaps those of the majority of the Latin-American 
governments involved in the controversy. Ecuador’s main conten- 
tions were: (1) That each state “must take the measures deemed 
necessary to exploit the natural resources in the areas under its 
sovereignty and jurisdiction in accordance with standards that insure 
prudent utilization”; (2) that such international sovereignty and 
jurisdiction should “include an area of 200 marine miles, reckoned 
from the outermost points of the coast, as the most adequate means 
of ... facilitating the conservation and utilization of the natural 
resources of each state’; and (3) that each state must assume the 
duty of providing the “legal, regulatory, and technical measures” 
required for the “conservation and utilization of the natural re- 





®The U. S. Department of Commerce’s publication entitled Foreign 
Grants and Credits by the United States Government (Washington, April 
1955) lists grant for the eleven Pacific-Coast countries amounting to $157,- 
947,000 and loans and other credits totaling $354,609,000 for the period 
indicated. But the Department of Commerce’s figures for grants are incom- 
plete. They do not include the contributions of the United States to the 
Inter-American Highway, to the Inter-American Institute of Agricultural 
Sciences, to the United Nations’ Children’s Fund, and to the technical-aid 
programs of this world organization and the Organization of the American 
States, all of which are shared by these countries. 

7 United Nations International Law Commission, Regime of the Territorial 
Sea: Comments by Governments (A-CN. 4-90, 29 March, 1955), p. 9. 
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sources . . . in the said areas under its sovereignty, for its own bene- 
fit” and the benefit of the “hemisphere” and the “community of 
nations.” * 


Meantime, Ecuador, Peru, Colombia, and some of the other coun- 
tries were seizing and detaining or fining numerous fishing vessels 
from the United States. The fines usually were limited to a few 
thousand dollars for each boat, but in one instance nearly three mil- 
lion dollars were exacted as fines from five whalers.® A Federal 
law of August 27, 1954, even went so far as to authorize the 
Treasury of the United States to reimburse American owners for 
fines imposed by countries asserting claims to jurisdiction over ter- 
ritorial waters beyond the three-mile limit. “We think the contro- 
versy is now coming to a head,” said Warren F. Looney, special 
assistant to the Under Secretary of State, on February 17, 1955. ‘“‘In 
fact,” he added, ‘‘we know it is.” *° But it seems unlikely that the 
problem will be solved before the end of 1956 or the early months 
of 1957, if even then. 


The views of the United States on the issue were clearly an- 
nounced during the first half of the year 1955. In a public address 
in New York on May 13, 1955, Herman Phleger, legal adviser to the 
State Department, declared: “The principle of freedom of the seas 
is as valid today as when it was established.... We cannot return 
to the days of the Barbary pirates when the coastal states exacted 
tribute for the rights of navigation.” This was certainly a vigorous 
statement. But Phleger hastened to add: “Nor can we return to 
those days when strong and enterprising states appropriated the re- 
sources of the seas by appropriating the seas themselves.”** A few 
weeks earlier, on April 25, 1955, the State Department had pub- 


8 Senate Committee on Appropriations, 83 Cong., 2 Sess., Hearings 
(March-April, 1954): ‘State Department Appropriation for 1955,” pp. 
1261-1262. 

® These five vessels were flying the Panama flag and belonged to a Greek 
named Aristoteles Onassis, who may or may not have been a naturalized 
citizen of the United States. The fine, imposed by Peru, amounted to $2.8 
million and was paid late in November, 1954. Hispanic American Re- 
port for September and November, 1954, pp. 26 and 28 respectively, gives 
an account of the episode. 


10 House Committee on Appropriations, 84 Cong., 1 Sess., Hearings 
(February, 1955): “State Department Appropriation for 1956,” p. 435. 
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lished a memorandum which set forth the contentions of the 
United States with precision: * 

The United States Government is convinced . . . that the most 
satisfactory avenue for the solution of the growing conflicts of 
interest over fishery resources lies in the development of con- 
servation agreements among interested States. It is likewise 
convinced that continuous efforts by coastal States to extend 
unilaterally their jurisdictional control over . . . high seas can- 
not fail to aggravate existing international disputes and create 
new ones. 

With the advice of the tuna industry, the State Department had 
evolved a plan to deal with the problem as early as 1949 and had 
signed an open convention with Costa Rica on May 31 of that year 
providing for a joint commission to investigate the subject thor- 
oughly and recommend rules and regulations. Other nations of 
Latin America’s Pacific Coast were expected to give their adherence 
to the agreement, which contained no commitment with respect to 
national jurisdiction over adjacent seas, and to appoint representa- 
tives on the commission. But only Panama did so, and not until 
the summer of 1953. 

The new agency, called the Inter-American Tropical Tuna Com- 
mission, was organized in 1950, shortly after the outbreak of the 
Korean War, and for three years it had to operate on a very small 
budget, a total of only $132,500 for the period. Whether this 
circumstance aroused distrust and became a factor in preventing 
other countries from collaborating, as some citizens of the United 
States engaged in the tuna industry later charged, is not definitely 
known. 

Officials of the United States and some of the leaders in the tuna 
industry of the Pacific Coast were optimistic for a time and reported 
a similar mood in Costa Rica. ‘The Government of Costa Rica,” 
declared William O. Hall of the State Department on June 25, 1951, 
“has hailed the Commission as a great step forward in the har- 
monious development of the fisheries and the elimination of friction. 
Costa Rica has invited other affected nations to join in this coopera- 





11 Department of State Bulletin, XXXII (June 25, 1955), 939. 
12 Ibid., XXXII, 698. 
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tive project and several have evinced a strong interest.” ** Speaking 
for the tuna interests on July 27, 1951, Donald P. Loker wrote: “It is 
safe to say that already—since the . . . negotiation of the treaty— 
there has been a notable diminution of . . . the frictions which have 
developed in the past.” ** In a letter to Senator Pat McCarran dated 
March 12, 1952, Loker was stil hopeful. ‘I am convinced,” he de- 
clared, “‘that if we get sufficient funds . . . each and every one of 
these . . . countries will jump on the band wagon and we can amica- 
bly settle our bait, territorial-water, license, and all other problems 
of interest and importance.” ** Writing to Senator McCarran on 
March 11, Sam Crivello, president of the Tunaboat Association, ob- 
served: “Peru, Ecuador, Panama, and Mexico have all evinced off- 
cial interest in joining in this work, but they have not done so be- 
cause the United States has not yet begun to seriously fulfil the 
commitments it made to Costa Rica under this treaty more than 
three years ago.** Loker remarked enthusiastically on June 10: 
“This . . . is the most perfect type of Point 4 program, for it will 
aid the economic development of Latin America . . . and will benefit 
our citizens and one of our industries at the same time.” *” And as 
late as May 1, 1953, Edward W. Allen wrote from Seattle: ‘I know 
of no single move which offers better possibilities . . . than the 
expansion of the Inter-American Tuna Commission.” ** 


The plan seemed to have attractive features. The United States, 
the principal beneficiary of the tuna industry at this juncture, would 
pay nearly all of the expenses, the Latin-American countries being 
assigned hardly more than token contributions, which were soon 
fixed at $500 for each country. The purpose of the commission was 
to maintain the tuna and tuna-bait population at a level that would 
“permit maximum sustained catches year by year.” Each member 
country would have an equal vote. Each would help to determine 





13 Senate Committee on Appropriations, 82 Cong., 1 Sess., Hearings 
(May-July, 1951): “State Department Appropriation for 1952,” p. 1544. 

14 [bid., p. 2061. 

15 Ibid., 82 Cong., 2 Sess., Hearings (Feb.-March, 1952): State Depart- 
ment Appropriation for 1953,” p. 342. 

16 Tbid., p. 345. 

17 Ibid., p. 1180. 

18 Ibid., 83 Cong., 1 Sess., Hearings (March-May, 1953): “State Depart- 
ment Appropriation for 1954,” p. 1637. 
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policies and share the work. The commission would have an inde- 
pendent staff, responsible to no single government, and the findings 
of the staff would be published in both Spanish and English. It was 
therefore felt that the Latin Americans would have confidence in the 
commission’s investigations and recommendations as they “would not 
in work conducted solely by the (tuna) industry or by the United 
States.” ?° 


But these high hopes were not well founded. Instead of collab- 
oration on this basis, Peru, Chile, and Ecuador formed in 1952-1953 
a combination of their own for the purpose of asserting their claims 
to sovereignty over extensive territorial waters and formulating com- 
mon policies in dealing with all aspects of the problem.” Unpre 
pared as yet to engage in tuna fishing on a large scale and unwilling 
to collaborate with the United States, Costa Rica, and Panama in 
efforts designed to maintain the tuna and tuna-bait population at a 
level that might insure and perpetuate “maximum catches,” these 
three republics and others seemed to be determined to obtain larger 
incomes from the operations of the tuna fleet of the United States. 
The two or three millions collected annually for licenses for bait 
fishing did not satisfy them. 


Their policy promised more immediate profits than collaboration 
offered, but it was not a policy calculated to promote hemispheric 
or larger international harmony. A segment of the current global 
problem of control over the high seas and fair utilization of the 
resources therein, the American fishery problem probably could not 
be solved by the Organization of the American States. Could the 
United Nations provide a satisfactory solution? This question may 
be answered during the next twelve months or so. Meantime, either 
the taxpayers of the United States or the tuna industry and the tuna 
consumers may expect to continue their contributions to the Latin- 
American riparian governments. Whether such contributions should 
be described as tribute depends upon the point of view. The policy 
which demands such payments can certainly be appropriately de- 
scribed as nationalistic. 





19 Ibid., 82 Cong., 1 Sess., Hearings (May-July, 1951): ‘‘State Depart- 
ment Appropriation for 1952,” p. 1544. 

20 Hispanic American Report, August, 1952, p. 27, and October, 1954, 
p. 28. 





